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Our mission: To connect people 


to their passions, their communities 


and the world’s knowledge. 


‘This is not the first time that Yahoo! has 
‘been through this kind of major transition. 
[Looking back, the first phase of our 
‘growth—from 1995, when Jerry and David 
founded the company, until 2000—was 
the Wild West era of the Web. The focus 
‘was ‘get big fast: Yahoo! established 

2 global brand and our user numbers 
soared, as we made navigating the 


{Internet easy and fun. 


‘After that, we needed to refocus the 
‘company to respond to rapid changes 

Con the Internet and we did. That second 
phase—from 2001 to 2006—was 
characterized by big investments in key 
products and services to extend our load 
(in areas such as email and finance. We 
‘made major acquisitions, such as Overture 
{and Inktomi, and many smaller ones like 
‘Oddpost, Flickr andl LAUNCH. Yahoo! 
became a reat destination, not just part of 
the journey. 


Now. as we have moved into 2007, we've 
‘embarked on a third phase of growth that 
‘again requires that we make significant 
cchanges—and we are. We're moving from 
a product focus to a customer focus with 
a very big mission—to connect people to 
their passions, their communities, and the 
world's knowledge. In doing so, we also 


Intend to be a leader in the transformation 
‘of how advertisers and publishers connect 
to their target audiences. We believe we 
‘can build deeper relationships with our 
most valuable audiences and advertisers, 
scale more effectively, and further 
Increase the relevance of Yahoo! Later in 
this etter. | will discuss some of the steps 
We have taken to lay the foundation for 
this next phase of growth, 


FINANCIAL RESULTS 
‘We turned in a soli financial performance 
for 2006—continuing to grow our 
‘business at a healthy pace and leading the 
industry in hey measures of performance. 
However, | don't believe we exploited 

‘our considerable strengths to their full 
potential. That's why we have undertaken 
‘a number of key initiatives that, believe, 
position us well to realize Yahoo!'s 
potential in the future, 


We ended the year with solid growth in 
revenues and operating cash flow. strong 
profitability, and robust growth in users 
‘and user activity. Full year 2006 revenue 
\was $6.4 billion, a 22 percent increase 
‘compared to the $5.3 bilion we reported 
12005. Gross profit for 2006 was 

$58 billion, a 19 percent increase from 
the previous year, and free cash flow was 


13.3 billon, roughly in tine with 2005. 
With the cash we generated, we 
significantly stepped up our share 
repurchase activity in 2006, completing 
nearly $2.8 bilan in share buybacks. 
We also deployed over $140 milion 
into a variety of value-creating equity 
lnvestments and acquisitions. 


‘Our cash and marketable securities 
balance ended the year at $3.5 billion, 
compared to $4 billion a year earlier. This 
does not include several other important 
sources of balance sheet value, including 
‘our Interests in Yahoo! Japan. Alibaba: 

Jn China, anc Gmarkat in Korea, which 
collectively amounted to $9.7 billion at 
year end, 


‘Moving into 2007, we are committed to 
Improving our performance. and believe 
we have the right organization and 
strategy in place to drive continuous 
Improvement in the years ahead. 


RESHAPING YAHOO! 
‘The Internet is evolving ata rapid pace, 
with more users and ad inventory coming 
online every day. We began @ major 
Initiative at the end of 2006 to reshape 
‘our organization in arder to capture the 
significant growth opportunity ahead. 


‘Our new Audience Group is charged with 
continuing to build the most valuable 
‘audiences and relationships on and off 
the Yahoo! network, and creating more 
‘unique, tailored, and engaging consumer 
‘experiences. The Advertiser and Publisher 
‘Group wil revolutionize how advertisers 
connect with their target customers 
_2cr055 the internet, with the goal of 
<riving more value for more advertisers 
‘and publishers than any other company, 
‘And the Technology Group will focus on 
the development of high-impact, scala 
‘lobal platforms and infrastructures. 


To help us be a leader in the 
transtormation of the Internet, we have 
adopted four key strategic priorities 
that are aligned with our newly minted 
‘organization and our sharp focus on 
meeting the needs of each audience: 


1. Expand customer-centric culture and 
‘capabilities: We have organized our 
services around audience segments and 
advertising customers, rather than around 
products. Our goal is to develop rich 
‘experiences for each audience segment 
‘and deliver solutions to meet the needs of 
all advertisers and publishers. 


2. Create leading social media 
environments: We are encouraging every 
User on the Yahoo! network to participate 
Inthe consumption and publishing of 
information and knowledge and make 
connections through tagging, reviews, 
sharing images. audio and video, and 
other social media activities. 


3. Lead in next-generation advertising 
platforms: We have made tremendous 
‘progress with our Panama search 
marketing system. However, this is just 
the beginning, We will continue to build 
the systems that will help extend our 
Industry-leading breadth of offerings to 
‘ve advertisers increased opportunity to 
connect with audiences on and off Yahoo! 


4. Drive organizational ettectiveness 
land seale: Yahoo! is focused on recruiting 
‘nel retaining the best industry talent 

and dedicating resources to high-impact, 
network-wide platforms to help capture 
‘What we think are the most significant 
Jong-term growth opportunities. 


‘We have put many of the key executives 
{and teams in place to support our new 
‘organizational framework, and | am 
‘excited with the early progress we are 
making towards our objectives. 


GLOBAL ADVERTISING PLATFORMS 
With the largest audience on the Web, 
‘Yahoo! remained a leading choice for 
‘advertisers in 2006. Our biggest focus 
‘during the year was on closing the gap 
In search monetization by building 

_a new search marketing system. The 
‘achievements | mentioned earlier in 
this etter are the culmination of an 
‘extraordinary effort by our Yahoos 

to design, build. ond transition our 
‘advertisers to this new ad system, Of 
course, we stil have more work to do in 
2007 to roll out the ad interface and the 
‘now ranking model internationally, and 
that work is well under way. We expect 
to-s0e the revenue impact from the now 
‘seorch marketing system and ranking 
‘model begin inthe second quarter of 
2007, and gain momentum throughout 
the year and beyond. 


In display advertising, we outperformed 
the online marketplace in 2006, even 
though we already have the largest 
display advertising business ontine. in 
addition to selling a large variety of 
high-quality premium inventory via the 
Industry's leading sales organization, 
we have also taken steps to address 
the growing interest in non-premium 
inventory for display advertisers. In 


October, we acquired a 20% holding in 
Right Media, the largest emerging online 
‘advertising exchange for buying and 
selling ad inventory, and also joined the 
Right Media Exchange, We are committed 
to remaining the first and most attractive 
choice for display advertisers. 


‘Yahoo! also extended its leadership in 
‘mobile advertising with the launch of 
‘sponsored search ads on Yahoo! Mobile 
Web in the US. U.K. and Japan in 2006 
‘and the launch of display ads on Yahoo! 
Mobile Web in 20 countries in the first 
‘quarter of 2007, 


Looking ahead, we also are transforming 
the way we approach online advertising. 
Consistent with the principles of our 
Internal reorganization, some of the most 
important changes we are making include: 


+ Align around the customer: We are 
moving beyond selling in terms of either 
“display” or "search" advertising and 
making the customer our organizing 
principle. We plan to bring to bear all of 
‘Yahoo!'s resources to help our customers 
connect with consumers. We will offer 
them the most effective integrated 
solutions across all formats—whether 
just one or a combination of display, 


‘search, video, or text, as well as ferent 
targeting options and various forms of 
inventory. 


+ Extend and broaden our ad network: 
Being an ad network means that we will 
‘give our advertisers the ability to connect 
with their target customers wherever 

they are on the internet. We are already 

‘a major ad network through our search 
marketing affiliate relationships, We intend 
to build on this strong base by creating a 
network in display and listing advertising, 
We took strong steps in this direction 

m 2006 and early 2007 through the 
‘agreements we struck with eBay, to begin 
selling graphical and sponsored search 
advertising on their network, and the 
‘ever-growing consortium of newspapers, 
through which we will integrate search, 
local content and job listings. 


+ Transition to audience-based selling: 
‘Yahoo! previously sold inventory primarily 
based on specific properties, such as 
Yahoo! Finance or Yahoo! Sports. AS 

‘our targeting capabilities become more 
‘sophisticated, we are working with 
marketers on more effective buying 
practices by targeting audiences based on 
‘demographics, geography and behavior 
‘across the Yahoo! network. Instead of 


selling web sites, we ae seling insights. 
| believe these initiatives will help ensure 
that Yahoo! remains the first and most 
attractive choice for advertisers. 


COMPELLING AUDIENCE OFFERINGS 
1m 2006 we were very active in creating 
compelling new offerings for consumers 
to drive audience growth and deepen 
‘engagement. 


We finished the year with S00 million, 
users of Yahoo! branded services around 
the world. In the U.S., where such 


industry across both mi 
audience segments, as wall as all age 

domographics. Yahoo! also remained the 
1 Visited site online, with neary 4 bition 


visits and an average of 30 visits per user 
‘per month in the U.S, 


Stalwarts such as Yahoo! Mail, with 
approximately a quarter of a bition 

users worldwide, and My Yahoo!, which 

1s the #1 personalize start page on the 
‘Web, continued to lead their categories. 
‘Through a landmark agreement with 
Microsoft, interoperability between Yahoo! 
‘Messenger and Windows Live Messenger 
formed the largest instant messenger 
‘community. approaching 350 milion user 


‘accounts. Yahoo! News surged ahead of, 
its competitors with nearly 24 percent 
‘growth, making it the clear #1 online 
‘news destination, while Yahoo! Finance 
‘and Yahoo! Sports ended the year with 
the most engaged audiences in their 
categories based on time spent. And 
we added high-quality content with the 
‘addition of sites such as Yahoo! Personal 
Finance and Yahoo! Tech, 


‘Yahoo! also took advantage of emerging 
‘orowth opportunities in areas such as 
‘social media, video and mobile, While 
‘some new players in these sectors 
clearly have emerged and attracted a lot 
‘of attention, Yahoo! has well-established 
positions in each of these key 
‘opportunities. 


SOCIAL MEDIA 
‘Our social media offerings, including 
Yahoo! Answers, Flickr deLiciowus, Yahoo! 
360", MyBlogLog, Jumpcut, and Yahoo! 
Video have now surpassed 115 millon 
‘unique monthly users, maintaining our 
position as a leading force in social 
media. Importantly, 63 milion of these 
users are under the age of 35. To put that 
Into perspective, it makes Yahoo! the 
leading site on the Web for this attractive 
‘demographic. 


Yahoo! Answers became one of the most 
successful properties on the Internet— 
Just over a year after it launched. It now 
attracts approximately 90 milion unique 
‘monthly users worldwide. With the 
continued success of Answers | believe 
‘Yahoo! has a real opportunity to change 
the game in search. 


We had the foresight to buy Flickr—often 
referred to as the "eyes of the world"— 
back in early 2008. Since then, Flickr has 
‘9rown to some 26 millon unique users per 
‘month, with more than a milion photos 
‘uploaded dally. Even the cover ofthis 
annual report was created using photos 
{om a Flickr user a small indication of 
hhow our users—now more than ever— 
dotine and make up Yohoo!. 


19 2006, we atso made additional 
Important social media acquisitions, 
Including Bix.com, Jumpcut, and 
MyBlogLog, that we believe wil further 
enhance our position over time. 


VIDEO 
Inthe video arena, our goals to make 
Video as ubiquitous as text throughout 
the Yahoo! network. To accomplish this, 
1m 2006 we built one of the leading video 
technology infrastructures, enabling us 


to deliver higher performance and better 
‘quality video throughout Yahoo!. We also 
forged more than a dozen partnerships 
with video providers, including a deal in 
‘early 2007 with News Corporation and 
NBC Universal to include hours of full 
length programming from atleast a dozen 
networks and two major film studios, 
wich wil debut this summer, We're also 
producing our own contextually relevant 
video and integrating user generated 
Video into our leading verticals, such as 
‘entertainment, sports and nows, Video 
will continue to be a key area of focus for 
Yahoo! over the long haul 


MoBiLe 
With the launch of several key new 
products and strategic partnerships, 

we have demonstrated our intention of 
‘becoming the #1 player in mobile, mobile 
search, and mobile monetization. 


‘At the Consumer Electronics Show in 
January 2007, we launched Yahoo! Go for 
Mobile 2.0, an easy-to-use application that 
‘enables consumers to access personalized 
Internet services on their mobile phones. 
We also redefined the mobile search 
category with the launch of the innovative 
Yahoo! oneSearch, which delivers answers 
rectly in the results rather than alist 


‘of Web links. Yahoo! oneSearch is now 
available on 88 percent of mobile phones 
{nthe U.S, and wil join Yahoo! Mail as 3 
key feature on Apple's iPhone. 


‘On the deal front, we have announced 
relationships with device makers Nokia, 
Motorola, Samsung, RIM, HTC. and LG: 
‘major mobile players such as Opera, 
Vodafone, and 3 Group: and a number of 
regional mobile operators. 


With the world's largest base of ontine 
‘sors, we are wall positioned to move into 
‘our next phase ot growth by organizing 
around specific audience opportunities 

to create richor, mote tailored, and even 
sngaging experiences for audience 
segments, 


mor 


‘THE OPPORTUNITY AHEAD 
11am pleased with the tangible progress 
‘we made in 2006 in sharpening Yahoo!'s 
focus, addressing the company’s 
challenges, and laying a firm foundation 
for continued success and improved long 
term financial performance. 


Looking ahead to the rest of 2007 and 
beyond, | believe the future opportunity 
for Yahoo! and the industry as a whole 
Js brighter than ever. The Internet is 


‘evolving at a rapid pace, with 800 million 
more users expected to come online by 
2010, and ontine advertising predicted to 
‘grow from $30 billion to $55 billon by 
the same year. We have taken a number 
of important, concrete steps that a 
part of a broader vision to capitalize on 
this transformation, capture the major 
‘growth opportunities over the next five 
years, and deliver long-term value to 
‘our shareholders, While we will continue 


‘0ur transition in 2007, we are intensely 
focused on our goals and strategy and 
‘clear about what we need to do to 
‘continue building on the momentum 
we've achieved. 


| want to offer my sincere thanks to our 
stockholders, users, partners, customers, 
‘and employees for your ongoing support, 
We are a leading company wall positioned 
for future growth, and im confident we're 
‘on the right path to deliver long-term 
stockholder value. 
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The tnulemarks unde registred rademarks of Yahoo! In and its subsidiaries referred to herein include bu are 
‘not Uiited to, Yahoo!, delicious, Flickr, FareChase, Hotobs, Inkiomi, Kelkoo, Musicmuach, Overture and 
Jumpcut. AIL other names are trademarks andor repstred trademarks of their respective owners. 


Part 


Wem 1. Business 


‘Yahoo! In together with is consolidated subsidiaries (“Yahoo the “Company”, “our”, we", or “us"), isa 
Jeading global Intemet brand and one of the most iafficed Internet destinations worldwide. Our mission i 10 
‘connect people to their passions, thei communities, and the world’s knowledge. We seek to provide Internet 
‘services that are essential and relevant to our global audience of wers and our advertisers, 


‘To our global audience of wsers, we provide our owned and operated online propertics and services (the "Yahoo! 
Properties". To our advertises, we provide a range of tools and marketing solutions designed to enable businesses 
toreach our wsers. We focus on expanding our audicace of users and deepening their engagement on the Yahoo! 
Properties to enhance the value of our audience of users to advertisers and to increase the spending of these 
advertisers. We believe tht we can expand our audience of users by offering compelling Internet services and 
lfectvelyimegrating search, community, personalization and content tocreate a powerful user experience, These 
‘user relationships and the social community they create cnahle ws to leverage our cline advertising a well a ot 
fee based services, 


We also focus on extending our marketing platform and access w Imemet users heyond the Yahoo! Propetios 
‘through our distribution network of third party entities (which we refer vo as “afiiaies”) who have integrated our 
‘search andlor display advertising offerings into thie websites 

Many of our services are free wo our users. We generate revenue by providing marketing services to businesses 
across the majoiy of our properties and by establishing paying relationships with wsers of our premium offerings, 
‘We clasiy these revenues as either marketing services o¢ fees. Out offerings to users and businesses curently fall 
Into five eategories — Search: Marketplace; Information ana Entertainment; Communications, Communities an 
Front Doors: and Connected Life. The majesty of out offerings are available globally in move than 20 languages, 
‘Yahoo! was develope and fist made aailale in 1994 by our founders, David Filo and Jerry Yang, while they were 
‘graduate students at Stanford Univesity. We were incorporated in 1998 and ae a Delaware corporation, We are 
‘headquartered in Sunnyvale, California, ad have offices in more than 20 markets globally 

{mn December 2006, we announced a reorganization of our structure and management 0 align our operations with 
‘ur ke customer groups. Unde the new structure. we will have two customer-focused groups: the Audience Group 
and the Advertiser & Publisher Group, Each of these groups willbe supported by the Technology Group, We 
‘lieve having a more customer-focused organization. supported by bust technology wll speed the development 
‘of leading-edge offerings for our mont valuable audience sepmens andthe provision of marketing services 1 out 
advertisers. This reorganization is expected to be completed by the end ofthe fit quarter of 2007, 


2006 HIGHLIGHTS 
‘The following are some of our hey accomplishments during 2006 directed at furthering our objective uf providing 
essential and relevant Inert services to wsers and advertiser: 

Established new alliances and partnerships: 


+ Forme strategie partnership with Seven Network Limited, leading media company in Australi, to combine 
‘our Australian Internet business with thee tch mea and entertannscnt conten to create what we believe will 
‘one ofthe most comprehensive and engaging online experiences for local wsers and advertises, 

+ Combined our U.S. Hispanic business wth Telemundo, a US. Spanish-language television network, creating & 
platform for advertises to reach a large and engaged U.S. Hispanic audiace. 

+ Emtered into an agreement with Hewlett Packand Company to deliver Yahoo! services including Yahoo! Front 
Page, Yahoo! Search and a co-branded wolhar on HP's consumer personal computers i the U-S. and Europe, 
+ Entered into an agreement with Acer Inc. to deliver Yahoo! services including Yahoo! Search, a co-branded 
‘Yahoo! Froat page and toolbar on Acer's consumer personal computers worldwide. 
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+ Entered into new and expanded agreements to distribute our mobile offerings including Yahoo! Search and 
‘Yahoo! Go for Mobile services onto mobile devices, including Research in Motion's Blackberry devices and 
‘ertain Motorola mobile devices. 

+ Forme a strategic partnership with eBay, making Yahoo! the exclusive provider of graphical advenising and 
‘complementary search adverising on eBay's US. website 

+ Announced a strategic partnership with a consortium of more than 150 dily US. newspapers vo deliver search, 
‘display and clasified advertising to consumers in the communities where they live and work. 


+ Invested in Right Media In., a oaline advertising exchange providing Yahoo! with another marketplace for its 
non-premium snssotor. 


Invested in new and existing offerings to further improve user experience: 

+ Redesigned our front page (www yahoo.com) with new and enhanced features and an easy-to-navigate design 

+ Rolled out Yahoo! Answers — ur free platform that allows wsers to ask and answer questions ina easyto-se 
‘environment — internationally 4 now iachade 13 countries 

+ Launched the next generation Yahoo! Messenger, which expands heyond free BC-10-PC calling to high quality 
PC-to;phone and phove-to-PC in many countries throughout the world for our US. wsers. 

+ Launched the Windows version of Yahoo! Go for Mable offering users Yahoo! services on ther mobile devices, 


including Yahoo! Mail, Yahoo! Search and Yahoo! Photos, plus quick access to thei personalized Interne 
content, 


+ Launched our enhanced Maps product, with an improved user interface, which provides users an interactive look 
and fet with new features such as multi-point diving directions local content integration, larger main map and 
‘dynamic pan, zoom and re-center technology aril satelite imagery and intentional maps coverage. 

+ Launched the next generation Yahoo! Video, an online video destination that combines the power of Yahoo! 
‘Search to find videos on the Internet with new upland comimanity features. 

+ Launched Yahoo! Tech, a youre of plain-Englsh advice and information about choosing and using consumer 
electronics including computers, digital camera and cell phones. 


+ Launched Yahoo! Food, comprehensive site dedicating to delivering the best food information and content 
‘online as well as a searchable recipe database and personalization features. 


Enhanced offerings amd systems to improve monetization 


+ Launched our new search marketing system, known as Project Panama inthe US. in the fouth quarter of 206, 
“This new system is designed to provide a move relevant search experience to users, more valuable customer leads 
tw advertisers, and addtional opportunities to our distribution partners 


*+ Initiated beta launch of search and diplay adventsing vo mobile devices im est markets, including the Us 
and Japan. 


‘Since our formation we have made a number of strategic acquisitions, including business combinations, aset 
acquisitions and investments. We expect 10 continue 19 acquire or make investments in companies, products, 
‘services and technologies inthe future. See Note 3—“Acquistions” of the Notes to the Consolidated Financial 
‘Statements, which appears in Part I, Kem 8 ofthis Annual Report on Form 10-K for additions information related 
{ou acquisitions. 


Our accomplishment are possible because of ou dedicated, highly skilled and talented employees. We believe that 
Yahoo! aticts among the most highly qualified and accomplished scientists, engineers, design specialists, 
marketers and professionals. We sck wo recruit and retain people who thrive on the opportunity Yahoo! provides. 
{solve some ofthe most technically challenging problems benefiting hundreds of millions of wers across range 
‘of areas including search, communications, media, mobility. community, data and advertising. 


UK 
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OFFERINGS TO BUSINESSES. 


As part of our strategy to provide the most efficient and effective marketing services for businesses, we ate 
‘committed to providing a comprehensive st of Intrnet marketing solutions for advertisers. There is ongoing 
‘growth in the advertising market and an increasing shift advertises’ use of oaine media as audiences shift toward. 
the Internet from traditional media. We are commited to capitalizing on this shift and helping our advertisers reate 
and execute Internet marketing solutions that bodh engage users to interact with our advertiser’ brands as well as 
‘provide valuable insights ito thir customer base. We utilize our continuing research ofthe marketplace and out 
‘understanding of our users and their interests o offer a suite of targeted marketing services for our advertisers to 
meet the full range of ther need from brand building to consumer awareness. direct marketing, ead generation and 
commerce services. Our offerings enable marketers to display their advertisements indifferent formats and in 
lferent locations on the Yahoo! Properties and off-network on our afiites’ websites, 


‘Advertisers can display graphical advertisements on the pages that are viewed by our users across the Yabo! 
Properties and on our affiliates’ websites. Yahoo! offers a broad range of tols available for online display 
advertising, inclading ich media video and targeting. We work with our advertises to maximize the effectiveness 
‘of their campaigns by optimizing advertisement formats and placement on the network. We also use our targeting 
capabilities to help advertisers reach their desired audiences by placing contextually relevant advertisements on our 
‘pages. For these advertising services, we earn revenue as “impressions” are delivered. An “impression” isdlivered 
‘when an advertisement appears in pages viewed by users. 


Advertsing is also provide through a series of search offerings that enable advertisers to display text sed links 
‘thir websites onthe Yahoo! Properties. as well ason ourafiliats’ websites. These advertisements are displayed in 
‘response to diferent wer actions — when a keyword is use ina search query initiated by a user or when spesitic 
-conteat isbeing viewed by a user on the Yahoo! Propenies or on the websites of our affiliates. For example, fa user 
‘searches using the Keyword “elevision” inthe Yahoo! Search box oe the search box on the website of one of out 
affiliates, two sets of results will appeae based upon algorithmic an! sponsored search technology, Links 40 
Wwobsies for advertisers selling televisions will appear alongside the algorithmic search results. Ax another 
‘example, if the wer is reading an article about interest rates, he or se muy be presented with advertising inks to 
‘websites for mortgage-related advenisers. For these advetning services, we ear revenue when “lick-throughs" 
‘occu. A “lickthrough” occurs when a use lick onan advertiser's sting. We refer to such advertising services 
as “search market 


{tw adition wo offering marketing services to businesses we also provide the following services: 


Yuhoo! Horlobs is one ofthe leaders in the oaline recruiting industry, providing comprehensive solutions for 
employer, staffing firms and jb seekers. Yahoo! Hoobs” tos and advice pu jb seekers in control of thet 
‘career search and make it easier and more cost-effective for recruiters ad employers to find qualified candidaten 
‘compared tational mths. Yahoo! HoUbs enables job seekers to creat an online resume and to search and 
apply fr jobs, and provides access wo newsletters, online forums and salary research, ree of charge. We generate 
‘revenue from employers and staffing firms that pay to access our database of jo seekers and use our tos to post, 
‘rack and manage job openings. 

In fate 2006, we formed a strategie partnership with a consortium of newspaper companics that will enable the 
‘newspapers prove advertisers who ist jabs in any ofthe comartium’s newspapers the ability to also post thei 
js on Yahoo! Hotlobs and throughout the Yahoo! network. We believe this arrangement will reat a powerful 
Jocal and national jobs network. enabling recruitment advertisers to reach a larger more diverse candidate pool of 
‘oth active an passive job sekers. In adition, al of the newspapers line career sections will be powered by 
‘Yahoo! Hotlobs and co-branded hetween Yahoo! and the heal newspaper 


Yahoo! Smal! Busines provides a comprehensive and integrated suite of fe-based online services including Yahoo! 
Domains, Yaboo! Web Hosting. Yahoo! Business Mail and our e-commerce platform called Yaboo! Merchant 
Solutions, By integrating one of the leading hosting solutions with business eiical services and information, 
‘Yahoo! enables customers to easly get online, sll online, and market and promote wnline, 


Yahwo! Local offers businesses free sevice called Yahoo! Local Basic Listing allowing them to post detailed 
‘company information, such as their business hours, contact information, producuservces offered and website 
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‘address for Yahoo! users to see. Yahoo! Local also launched a self-serve version of Featured Listings, a simplified 
local advertising product for businesies to ensure preferred placement in the Yahoo Local Sponsored Results 
‘ection. Businesses can also submit addtional content such as photos logo andior marketing information fora 
‘monthly fee through the Yaboo! Local Enhanced Listing service. These Featured and Enhanced Listings products 
meet the advertisers" demands to advertise their local business in a simplified model that i similar to the print 
edition ofthe Yellow Pages. 


OFFERINGS TO USERS, 


‘Our offerings wo users on our Yahoo! Properties currently fall int five categories: Search; Marketplace: Information 
and Entertainment; Communications, Communities and Front Doors; and Connected Lite 


Search 


‘Our Search offerings ar often the stating point for users navigating the Internet and searching for information, 
\hether from ther computer or mobile device. In Search our poli to provide the world's most valued and trusted 
‘search experience for users, advertisers and developers and to carich people's lives by enabling them wo find use, 
share and expand all himan knowledge. In the newly emerging areas of social search and media, our goal isto 
‘rwae the works most valued communities, large and smal, to enable people to connect and exchange knowledge, 
invightsand experiences with each other, Social search and media enable users wo leverage their network of fiends 
and other trusted information sources to improve everyday web browsing and searching experiences. 


‘Our Search product offerings include the following: 
+ Search — Yahoo! Search; Yahoo! Toolbar and Yahoo! Search on Mobile 
+ Local — Yahoo! Local; Yahoo! Yellow Pages sed Yabo! Maps 


Search 


iahoo! Search, our propietary algorithmic search technology, provides wers witha fee comprelemsive and highly 
‘elevant onine search experience and fee Internet search results sorted based on relevance to the user's search 
‘query. Yaloo! Search discovers and processes billions of documents on the Internet ove wsers a comprehensive, 
‘Up-to-date, and relevant search experience. Pages onthe Internet are ranked acconfing to their relevance 10 
particular query by analyzing document features including text tite and description accuracy, source associated 
Tinks and other unique document characteristics. For example, if the user enters the phrase “hybrid ca” ito the 
‘Yahoo! Search bos, the Yahoo search technology willsearch the Internet and return links to what it Weatifies as the 
most relevant websites reparding “hybrid cat” on the Internet A single search gives immediate results from a 
datahase that is updated frequently to capture newly created and changing pages, including late breaking news al 
timely events. The search might also eturn results rom Yahoo! Answers. a social search platform that enables Our 
‘users to post and answer questions in hundreds of categories. Yaboo! Answers is where millions of users come to 
‘get answers to those questions. 


“To further extend our reach in social search products, we now provide users with easy ways to remember, search, 
‘organize and share their favorite websites and web pages. Through the popular social bookmarking website 
eLicious, acquired by Yahoo! in 2005, users are able to access, manage and share thee favorite pages on the 
Inemet from any computer. 


1m 2006, we enhanced our social mei offerings including Image Search, Video and Flicks. Continuing the “hybrid 
‘ear search example above, a user may select a search view lnk to focus the web results. images. news, video oF 
‘ther options relevant to the search topic. For example, selecting the “Images” fink and entering the search term 
"hybrid car” will yield pictues of hybrid ears onthe Internet. 

‘lik, poplar pho sharing anid community site enables wsers to uplad photos and offer the option of keeping 
‘them private sharing them witha group of invited fiends and fail, or making them publicly available. Userscan 
‘search the photos based on title, desriptions and tags. Accesso and asic registration on the site are foe. Fick? 
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‘offers premium accounts, which include unlimited upload storage and permancat image archiving as wells ther 
‘benefits, fra fe. 

iahoo! Video is an online Video destination that hosts Yahoos video search product, which enables users to search 
‘through an ind of millions of video results compile by crawling the web and accepting feeds from multiple sits, 
‘Yahoo! Video also enables individual users and partners to upload video content directly to Yahoo! Video, where it 
‘ean then he accessed by oer users. The sit is fee and users can wplad an wnlimited amount of video content, In 
2006, o further enhance our video offerings, Yahoo! acquired Jumpcut, providing an oan sevice for creating, 
citing, and sharing videos. 

Yuhoo! Toolbar i ree web browser add-on that enables users to conveniently access our properties and services 
from anywhere on the Intemet and provides fre security services to enhance the user experience. In 2008, we 
‘eleased a beta version ofthe new Toolbar for Internet Explorer which allows sers wo more easly customize thei 
{wolhar and make customized buttons for one click accesso any webvite, 


Yahoo! Search on Mobile enables users to acess web, image and local search on ther wireless devices, In 2006, we 
launched paid mabe advertising. thas enabling moocization of mobile search results and bringing anew consumer 
‘channel to our advertiser base. We also launched several mobile-elated partnerships which allow us 10 distribute 
‘scare results and our advertising platform on mobile devices in many countries around the word 


cal 


‘Our Local offerings include Une individual properties whose primary services are availble fee to ers: Yahoo! 
‘Local, Yahoo! Yellow Pages. and Yahoo! Maps. 


1uhvo! Local sa san-alone offering. using content and technology from other propertcs such as Yahoo! Yellow 
Pages and Yalwoo! Maps to help users find local listings, recommendations evens and wer reviews, In 2006, we 
introduced new features that enable users to contribute addtional types of usercontent to Yahoo! Local ineluding 
‘photos und tags. A “My Local” dashboard was launched for users 1o view all oftheir contributions organize thet 
Focal findings ito collections or fst and share them withthe comunity. 


Yahoo! Yellow Pages enables users wo quickly connect to local and national merchants in the United States. 
Yahoo! Maps provides interactive maps with zooming, eal time tfc conditions and incident reports together 
With integrate driving directions. In 2006, we continued to enhance Yahoo! Maps with an improved user interface, 
providing users an interactive look and fel with new features such as multi-point driving disctons, lal content 
inegration, larger main map and dynamic pan, zoom and re-enter techoology, aerial satelite jmagery and 
Fmerational maps coverage 

Markeaplace 


“Marketplace offerings are often the ating point for wers seeking o purchase prsucts and services onthe Internet 
land secking 40 acces free services on the Internet. Our specific Marketplace product offerings include the 
Following: 


+ Shopping — Yabo! Shopping: Kethoo and Yahoo! Avctions 
+ Real Extae — Yahoo! Real Estate 

+ Travel — Yahoo! Travel and Yahoo! FareChase 

+ Autos — Yahoo! Autos 

+ Personals — Yahoo! Personals and Yabo! Personals Premier 

Shopping 

iuhoo! Shopping provides comprehensive search functionality an comparison-shopping tls for users 10 find, 
‘research, compare and buy predicts online. This propery als provides fll site of merchant ratings and product 
‘review tools and in many countries includes the services of Kelkoo, S.A. (“Kelkoo”), We generate reveni fom 
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merchants when users click-theough to their websites o through a revenue share ofthe final selling value when 
users purchase products. We launched the Yahoo! Shopping Bargains Cente in late 2006 as part of our redesign of 
‘Yahoo! Shopping. The Bargains Center provides users with coopons rebates, free shipping offers, and sale items 
‘help them find the best deals forthe products they seek. These deals re updated daily. so uses are abl return to 
‘the Bargains Center everyday to Fir new offers. We generate revenue when users click-through to the offers. 


Kelkoo is our tterntiona shopping platform, which became put of Yahoo! through an acquisition in 2004, tt 
‘provides product search functionality and an online comparison shopping service with operations in 10 European 
‘countries und now also powers the Yahoo! Shopping services in Aastra and Taiwan. 


Yahoo! Auctions is incorporated ino the Yahoo! Shopping platform and is a marketplace for buyers and sellers 0 
‘tale goods in an auetionstyle setting. Yahoo! Auctions connects buyers and sller and is available foe of charge, 


‘eat Estate 


Yahoo! Real Estate provides information and services for users who are Sooking to bu, sll oF rent a home, Users 
are able to search across multiple property types such as existing homes, new homes, apartment renal, foreclo- 
sures and classifieds while also searching based on geography, price and key amenities. Yahoo! Real Estate offers 
decision-support tools such as interactive maps, home valuation tools a variety of calculator including morgage 
‘and rent ys, own calculator, and content about local neighborhoods schools, home loans, insurance, moving 
‘services an finding a realestate agent. In 2006, we updated the look and fee of the Yahoo! Real Estate property 
‘and eahanced many ofthese features. Yaboo! Real EMtate generates revenve from partners who pay 4 Hist thet 
‘properties on ou site. 


Travel 


Yahoo! Travel is comprehensive online travel research and booking site for wsers 10 fin, compare and 
conveniently purchase trivel products such as aitine tickets hotel rooms, carrentals vacation packages and 
‘ruses, Yahoo! Travel also includes Yaboo! Trp Planner, a social media product that allows users to document 
‘thir personal travel experiences and share those experiences with ethers. We generate revenve from our travel 
‘partes through a revenue share of the hooking value when users make travel arrangements on Yahoo! Travel 
Separately, Yahoo! offers travel search engine called Yahoo! FareChase, FareChase iy an extension of our search 
‘offerings that allows users to search for travel information from multiple travel service providers’ websites 
simultaneously and obtain results from all providers on one page for purposes of comparison shopping. 


‘Autos 


Yahoo! Autos enables users to research, price and compare cars online. Information and services availabe fee of 
‘charge 1 our users incl vehicl pricing. speifiation and option information, used car listings, expert reviews, 
‘wer reviews and ratings, ea comparisons, financing calculators and new car ques from dealers. We eam fees on 
‘per lead basis for transactions completed hetween our users and automotive manufacturers and dealers. tn 2006, 
we launched the Yahoo! Autos Green Center that provides expert and user generate content actos all types of 
alternative fuel vehicles including hybrid biodiesel, ethanol and natural gas vehicles and includes video, ool, 
Amicles and proprictary green etings for every ca 


Personals 


Yahoo! Personals isa leading online dating service. Wallows users, fee of charge to posta profile and search for 
‘others with whoen to communicate within the Yahoo! Personals community. Users can alo send short one-time 
messages to others to communicate their interest without charge. With a pad subsripion Yahoo! Peesonals’ users 
‘ean e-mail and use Yahoo! Messenger to communicate with others in the Yahoo! Personals community. The 
standard Yahoo! Personals subscription service serves a large population of dates with a user experince that is 
tailored to meet the communication needs of today’s online daters, Yahoo! Personals Premier offers deeper 
‘profiting and advanced searching tots. 


Information and Entertainment 
(Our Information and Entertainment offerings deliver content that is available without charg wo our uses, an also 
provide some of our content on a fee or subscription basis. Our Information and Entertainment offerings include the 
Following: 


+ Information — Yahoo! News; Yahoo! Finance: Yahoo! Food: Yahoo! Tech and Yahoo! Health 
+ Entertainment — Yaboo! Spots Yao! Musi; Yahoo! Movies and Yahoo! TV; Yahoo! Gamesand Yaloo! Kids 


Information 
Yahoo! News aggregates news stories ffom news provides such as the Associated Press, Revlers, AFP, The 
Warhington Post, ABC News, CBS News, National Public Radio, and U.S. News and World Report, Through 
‘Yahoo! News, users receive fee up-to-the-minute news coverage with Video, text, photos and audio from maliple 
‘sources and points of view. In 2006, we made many enhancements to our offerings inching the award winning 
Kevin Sites in the Hot Zone, featuring original coverage on armed conflict in the world, and formed a partnership 
with CBS Corporation to provide streaming video coverage of the popular news magazine show, 60 Minutes. Local 
‘news coverage was expanded in 26 through agreements with new pariners, including CBS Corporation for local 
video content as well asthe December 2006 launch of “You Witness News.” community news video content 
provided by users. 


uhoo! Finance provides a comprehensive set of financial resources that range from investment and company 
Information wo personal financial management tools. Free tools are provided to help users manage their personal 
Finances as well as gather data, news and information for making informed investment decisions. Company 
‘conference call transcripts, analyst research reports and veabtime streaming quotes are available through Yahoo! 
Finance fora fee. In 2006, Yahoo! Finance launched a free news video initiative that aggregates business news clips 
‘and delivers business-ocused Video news. Yahoo! Finance also added other new offerings during 2006, such as 
‘reaming quotes interactive tock charts ang enhanced stock message boards 19 is site. 


Yahoo! Food lunches in late 2006 ass o9e-stop online fod destination. The ste contains fre recipes, chet and 
‘restaurant information, food video segments and select bogs dedicated to food topics. Content ix provided by 
‘recognized authorities and personalities in the foo space and by users though recipe submissions, postings and 
reviews, 

Yahoo! Tech launched in 2006 and offers users a variety of free information on consumer electronics including 
‘product comparisons, consumer reviews and Hook Me Up, a streaming video product that evaliaes consumer 
electronics. Yahoo! Tech was developed withthe simple philosophy of making technology easy for all Yahoo! 
‘wer, especially those without a deep understanding of technology and gadgets. 

Jishoo! Health is comprehensive healbcare destination. Yahoo! Health provides free information on healthy 
living. medical conditions clinical wis, diet tools and drugs. The site contains online community tos, complete 
With groups focused on popular health topics, as well as blogs provided by recognized experts 


Enertioment 


Yahoo! Sports provides fat, live and interactive online experience for sports fans inching original fantasy 
ames up-to-the-minute news, realtime statistics and scoring, broadcast programming, integrated shopping, and 
‘an online sports community, Yahoo! Sports has conteat and marketing relationships with professional sports 
‘organizations and media outlets including the National Baskethall Association, Player's Inc, Major League 
Baschll Players” Association, Sports Mlusirated Interactive, Stats nc. and the Associated Press. Yahoo! Sports 
also offers fee-based fantasy games real-time statistical trackers and live sports audio broadcasts. In 2006, Yahoo! 
‘Sports entered into a key partnership with the National Fosbal League (-NFL.”)1o launch subscription service 1 
‘ads ive NFL games to inteational wsers. In addition, the property bmadened its fre video content 10 
Fantasy users by launching a weekly Fantasy Football Live show, 


Yahoo! Music offers a wide selection of fre services, inclding steaming audio, one ofthe Inert’ largest 
colletion of music videos. Incenet radio, exclusive ans features and music news. Yahoo! Music also offers fee- 


‘nased music services inlading premium Inmet radio and music subscription services. Nissan Live Sos isthe 
latest fering of exclusive anst features. incorporating original anist performances with social networking 
clement, allowing users to submit photos, blog and interact withthe aists. Yahoo! Music also promotes user 
‘generated conten through programs such as Get Your Freak On, where fans can submit their own videos oftheir 
favorite anists and Yahoo! Music ets together the best clips. With a library of more than two million songs, the 
‘Yahoo! Music Unlimited (“YMU") service is available to users fra low monthly or annual subsripion fee. With 
YMU users can build personalized music libraries. transfer tracks to portable devices, purchase permanent 
downloads, access commercial-free Internet radio stations, develop personalized music recommendations based 
‘on ratings and musical tastes, as well as share and discover music with fiends through Yahoo! Messenger 


Yahoo! Movies and Yahoo! TV offer free entertainment services which include compelling and exclusive video 
content such a8 triers, clips and never-before-scen extras, entertainment news, photo galleries, and reviews, 
‘Yahoo! Movies features aid-fr film promotions for major move studios, including Disney, Sony, Warmer Bros, 
Universal and Fox. Yahoo! Movies also provides coverage ofthe Oscars and other Red Carpet evens. Yahoo! TV 
partners with key television networks. producers and content creators to provide users a deeper. more engaging 
‘experience with their favorite programs including a best of breed, comprehensive guide to Fall TV which features 
‘exclusive fil-length episodes and clips of the season's test shows. Adltionally Yalwoo! TV partners with Mark 
Burnet Prtuctions 10 produce and host “The Appremice™ website on Yahoo! TV. Releases for 2006 inchaded 
“THE 9", a daly collection of some of the most popular content onthe Inert, packaged ina format that makes t 
‘easy for viewers to get quick download of what's bot on the Web every weekday moening, In addition, inthe 
fourth quater of 2006, we launched the Talet Show. an cight week competition wo discover erignal talent om the 
Umvernet an wo bring original, high quality ws generated video conten 19 our users. 


Yuhoo! Games offers free classic board, cad, arcade and word games along with downloadable games, game 
strategy guides, shopping guides. gaming news, toumaments, leagues and reviews on computer and console 
Videogames. Our integration of games with Yahoo! Messenger allows users to see what games tit friends are 
playing and join the game though Yahoo! Messenger. Yahoo! Games also offer a variety of fe-hased premium 
‘game downloads. 

Yahoo! Kids, formerly known as Yahooligans, isa free entrainment and educational Internet guide designed for 
children ages sis wo twelve. Yaboo! Kids offerings inclade games, reference malerials and movie information, 
‘Additionally, im 2006, Yahoo! Kids expanded its conten to inclade a "study zone” section with resources for 
lawstoom and after class exploration. 


Communications, Communities and Front Doors 
‘Our Communications, Communities and Foot Doors offerings provide a wide range of convmunication services to 
‘sets and small busineses including those that extend a wide range of Yahoo! services beyond the browser and 
‘cross variety of devices and through our acess alliances. We offer some services free of charge to our wers and 
also provide some of ou services ona fee oe subscription bass. Our offerings include the Following 

+ Communications — Yahoo! Mai ad Yabwoo! Messenger with Voice 

+ Communities — Yahoo! Communities and Yahoo! Photon 


+ Front Doors — Yahoo! Front Page and My Yahoo! 


Communications 


Yahoo! Mail i a free global service available in over 20 languages that provides users with a full-featured e-mail 
‘experience including industry-leading spam and virus protection, significant free storage and attachment size 
capacity, advanced search capabilities, and robust address book functionality. In addition to our basic e-mail 
‘service, fora subscription fee we offer Yahoo! Mail Plus, a premium mal service proving a number of premium 
Features, including personalized spam fier. additional storage capacity. graphical ad blocker, and personalized 
Stationery. In 2006, we extended the reach ofthe heta version of Yaboo! Mail which provides a faster experience 
With enhanced functionality, suchas drag and drop e-mail organization and message previews in addition 1 other 
‘enhanced features to a wider audience of Yahoo! wsers around the world. 
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‘The Yahoo! Messenger wit Voice instant messaging (IMT) service provides fre. interactive and personalized 
\way for people to connect and share experiences with their finds, family and colleagues i real time. Yahoo! 
Messengers communications suite iterates leading Yahoo! services inclading Games, Music, Photos, and 
‘Search. Yahoo! Messenger allows users to stay connected 1 each other through txt IM, e-mail, video or mobile 
messaging. In 2006, we lanched the next generation version of IM, which connects users of Yahoo! Messenger and 
MSN Messenger to create the largest IM community in the world. In addition, the new version of Yabo! 
Messenger offers enhanced voice calling capabilities, allowing calls to and from traditional and mobile phones, 
‘Additionally in 2006, we introduced custom plug-ins. which ae free mini applications that users can ad 0 theit 
TM to make it more personalized and interactive. 


Communities 


Yahoo! Communities helps users build and manage Wentity and relationships, and includes properties such as 
Groups, 340°, Message Boards and Photos. Yaboo! 340" isan innovative free service providing users with an 
imegrated experience, seamlesly bringing together popular communications, content and community services 
sets Yahoo! Messenger, Yahoo! Photo, Yabwoo! Masic and Yahoo! Groups with sharing ool for recommending 
favorite movies, restaurants, music and more. Yahoo! Communities provides users with he opportunity to discover, 
‘connect and interact with ther users who share similar interests and ideas. 


Yahoo! Photos makes it easy for people to upload, store and share their photos for ree. In 2006, we launched the 
limited beta of the next generation version of Yahoo! Photos which offers desktop-tike functionality including 
drag-andalop organization, twgging, comments and advanced search capabilities. Users can aso order high 
quality prints and phot gifts asa premium service and pick-up their prints in one hour from their lval Tarps store, 


Front Doors 


Yahoo! Front Page (www.yahoo.com) serves as free navigation hub and entry point into the Yaboo! Properties, 
‘Among many available features onthe page are the ability to perform an Internet search, read the latest news ink 1 
‘Yahoo! websites inthe Yahoo! Properties, and view promations from Yahoo!'s advertisers 


My Yahoo! is our fre, personalized Web information service that allows epistered members to create a personal 
‘profile and organizes and delivers information of personal terest wo the user via a wser-customized interface. The 
My Yahoo! platform allows us to deliver targeted adverising and transaction-based services on behalf of our 
advertisers and partners. 


Connected Ufe 


Yahoo!'s Connected Life group includes the Company's mabile, co-branded broadband, digital home and PC 
eskiop services. The Connected Life group offers services designed to give consumers easy access to ilegrated 
YYaloo! content and communities across a variety of Internet-enabled devices including mobile devices, televisions 
andthe PC desktop. 


iahoo! Mobile — Yahoo! Mobile focuses on extending consumers Internet communities and personalized content 
to their mobile phones. Throvghout 2006, Yahoo! extended the Company's offerings in mabile services through a 
‘ange of new partnerships and pest launches. n 2006, Yahoo! lnched a number of new ways for consumers to 
_ecess their Yahoo! services incliding Yahoo! Search, Yahoo! Mobile Web, and Yahoo! Go for Mobile. Through, 
‘elatonships with leading mobile operators and device manafactarers, Yahoo! is able to bring a wide range of 
‘services into consumers” hands. Consumers in many countries throughout the world ean access Yahoo!'s mobile 
‘services such as Yahoo! Go for Mobile, Yahoo! Mobile Web, Yahoo! Search, Yahoo! Mail and Yahoo! Messenger, 


‘Yahoo! has also developed advenising opportunities on mobile devices. Yahoo has launched plot programs for 
mobile yponsored search in Japan. the United Kingdom, and the United States. In November 2006, Yaloo! 
launched beta version of its display advertising platform forthe Yahoo! Mobile Web service in the United States 
and late that month anounced tha Yahoo! will become Vedaone’s exclusive display advertising partner inthe 
UK. 


Yahwo! Broadband — Yahoo! has partered witha number of broadhand Inert access providers to provide a suite 
‘of Internet services for customers ofthese partner Internet access service offerings. We have strategic partnerships 
‘with AT&T Inc, and Verizon Communications, Inc. in the United States, an ongoing Inert access partnership 
With BT Telecommunications PLC in the United Kingdom and Rogers Cable Inc. ("Rogers") in Canada and haye 
recenly entered into a partnership with Telecom New Zealand. 


Yahoo! Digital Home —The Yahoo! Digital Home iitative focuses o delivering Yahoo! conten and persnalized 
Information through user interfaces designed for viewing on the television or ther devices. With products tke 
‘Yahoo! Go for TV. Yahoo! Digital Home is building a platform tht will deliver many forms of Web content (musi, 
Videos and photos) othe television. Yahoo! is also working with partners to develop applications for emerging 
digital home technology such as ATAT's IPTV based Uverse product offering and AT&T Homezone which 
combines satelite TV programming. communications features and high sped Internet in one inegrated recive, 
Other Yahoo! Digital Home applications such a the integration of Yahoo! Fantasy Sports deliver contextual 
Internet conten 9 enhance the television Viewing euperience. 

Yahoo! PC Deskiup — Yahoo! PC Desktop services makes it easy for wsers to keep up-to-date on and 1 interact 
With their Yahoo! services and ober Imernet based information on BC desktop without using an lmernet browser 
application, Yahoo! Widgets isa platform that allows convumers to take advamage of more than 4,000 lightweight 
applications that may reside ona user's PC desktop to perform a wide variety of tasks and provide access to an array 
‘of information 


GEOGRAPHIC AREAS 


We manage and measure our business geographically. Our principal geographies are the United States and 
Inierational. We sek to increase ur global autience of user by developing Interne offerings focused on specific 
‘geographic regions both domestically and internationally. Additional information required by this item is 
Incorporate herein by reference to Note 1S —"Sepments” ofthe Notes tothe Consolidated Financial Statements, 
Which appears in Pat I, Hem 8 of this Annual Report on Form 10-K. 


We provide services in move than 20 languages in more than 20 counties, regions and territories, including 
localized versions of Yahoo! in Argentina, Australia, Brazil, Canada, China France, Germany. Greece, Hong Kong, 
India, aly, Japan, Korea, Malaysia, Mexico, None Europe and Scandinavia (Denmark, Norway, Sweden), 
Russa, Singapore. Spain. Taiwan, the United KingJom and Ireland, and the United Sates. We als provide some of 
‘our most popular and pointof-eniry services through Yahoo! Asia (our portal to Southeast Asia including 
Indonesia, Malaysia, Philippines, Thailand and Vietnam), Yaboo! Chinese (United States Chinese language sit), 
‘Yahoo! Telemundo (Uaited States Hispanic site) Yaboo! Canada enfrangais (French Canadian site) and Yahoo! en 
Catala (part of Yahoo! Spain's Catalan language offerings), Outside of Yahoo's English-speaking markets, we have 
‘nuit independent, lovalves-anguage directories, webwies and ther content, developed hy native speakers of cach 
language. We own a majoity o 100 percent of these international operations (except in Australia, New Zealand, 
‘China and Japan, and have established offices worldwide to facilitate the loeal development ofthese business, 
We have pursued a consistent stratezy of content aggregation with lading third parties and currently plan 1 
continue 1 introduce certain selected services for out inerational markets 


SALES 


‘We maintain three primary channels for selling ou marketing services: divet online, and telemarketing. Our direct. 
advertising sales team focuses on selling our marketing services and solutions to leading advertising agencicn and 
marketers inthe United States. Our online channel is flfilled by a self-service program that enables advertisers 0 
‘lace targeted tet based inks othe websites om the Yahoo! Propetis as well som our afiliates™ webwites. Out 
{elemarketing channel focuses on sales of marketing services to small and medium-sized businesses. We hive 
combined our graphical and search marketing sales teams under the common leadership to better respond 10 
advertisers who are increasingly using both forms of advertising on Yahoo! Properties to achieve their desied 
marketing goals. No individual customer represented more than 10 percent of ur revenves in 2008, 2005 vr 2006, 


We employ sales professionals ia locations across the United States, including Atlanta, Boston, Chicago, Dallas, 
Dettot, Hillsboro, the Los Angeles area, Miami, New York, an Francisco, and Sunnyvale. Our sales organization 
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‘consults regularly with agencies and advertisers on design and placement of online advenising, and provides 
customers with measurements and analyses of advertising effectiveness 3s well as effective consumer insights that 
can be turned into marketing campaigns. In addition o our geographic sales structure, we have industry focused. 
‘les teams for automotive. consumer packaged goods entenainment, finance. retail, pammaceutical, sports, 
technology, elecommunications and travel. In international markets, we have either our own intemal sales 
‘Professionals we have established sales agency relationships in more than 20 cours. 


MARKETING 


We beticve that world<lass marketing can be a competitive advantage. The Yahoo! brand is one of the most widely 
‘recognized in the world. Maintaining and growing that brand enables us oatract, retain, and more deeply engage 
‘users and advertisers. We believe a great brand hegins witha great product. Yahoo! marketing engages in each step 
‘of product development. deployment and management to understand oar offerings and how best to markt them {0 
‘our audience of potential and existing users Our marketing communications effors help accelerate product 
‘momentum, awareness. adoption, and engagement, We use online, television, print, radio and outdoor advertising, 
‘and we leverage our global colin network and oar dstrbution partnerships Wo market eur prsucts and services 10 
‘the right people ut the right ime. With continued investment in global brand and product marketing, we believe we 
‘an continue to attract and engage users and advertisers 


COMPETITION 


‘We operat in the Interet prt, services and content market, which is highly competitive an characterized by 
‘apd change, converging technologies, and increasing competition from companies offering communication, 
information and entertainment services integrate into other prxdocts and media properties, We primarily compete 
With companies to attract users to our webnite and advertisers to out marketing services. We expect the mkt 10 
‘necome increasingly competitive if online marketing coatinues to grow and gain acceptance on a glabal basis 
Globally, our most significant competition is from Google Ine. ("Google"), Microsoft Corporation (Micros) 
and Time Wamer’s America Online business AOL or "Ameria Online”), 

‘The principal competitive factors relating f attracting and retaining users include the quality and relevance of our 
‘search res, andthe usefules,accesibiliy, integration and personalization of the online services that we offer 
as well asthe overall user experience on out website. Inthe ease of atracting advertisers, the principal competitive 
actors are the reach effectiveness and efficiency of our marketing services as well athe creativity ofthe marketing 
solutions that we offer, 


We alo compete for customers user and advertisers with many ether providers of online services, including we 
businesses where expertise in a particular market segment may provide a competitive advantage and with socal 
media and networking competitors. 

Internationally, we compete with local portals that are predominantly supported by local telecommunication 
providers, or lcal providers of specific locally designed and marketed Inert services, some of which may have a 
‘Potential competitive advantage due to an existing divet billing relationship with ther wer, 

We believe that we are effectively competing inthe Internet services market as we continue to refine our search 
{echnology, build ont our existing eaine propetis and services and further improve our users’ experience. 


Additonal information regarding competition is inchaded in Par I em 1A “Risk Factors ofthis Annual Report on 
Form 10-K. 


PRODUCT DEVELOPMENT 


‘Yahoo! continually enhances. expands and launches products and features to meet evolving user, advertiser and 
publisher ness for techological innovation and a deeper, moe integrated experiace. 

{Asa complement to our core engineering and prxhiction teams, we also have scientists working in our Yahoo! 
Research Labs dedicated to developing novel algorithms and technology that empower users, businesses, and 
advertisers worldwide to maximize the socal and economic potemial ofthe Internet. Yahoo! performs research to 
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address fundamental problems facing users such as: making their search for information on the Iteret easier and 
‘more relevant: bringing them ols to help solve their problems: finding new and beter ways for them to connect 
‘and communicate with family and community: and guiding family and friends towards high-quality products, 
‘songs, movies, and other resources. We also use technology to match relevant business services with customers 
‘most likely to be interested in sich services. Yahoo! Research Berkeley is a research facility that operates in & 
‘unique partnership between Yahoo! Research Labs and the Univensty of California at Berkeley ("UCB"), We 
‘believe this sa mutually beneficial intellectual property arrangement. and an opportunity for stants and sa at 
UCB to gain access resource and seale typically not afforded in the academic environment. The mission of 
‘Yahoo! Research Berkeley isto explore and invent socal media and mobile media technology and applications that 
will enable people to create, describe, share, find and remix media on the web. 


“Mos of ou oftware products and features are develope internally: however, we purchase technology and license 
imllecual propery rights when the opportunity is strategically aligned. operationally compatible and econom 
ically advantageous. We believe that Yahoo is nt materially dependent upon licenses and other agreements with 
‘hind prtcs relating wo product development. 


‘Yahoo! launched is new search marketing system, known as Prost Panama, nthe fourth quarter of 2006, We have 
‘been transitioning our advertisers on 10 the new system in the United States and will begin transitioning ovr 
_nversrs in iernational markets inthe second quane f 207. This system provides advertisers with additonal 
tools for bdgetng testing and optimizing theit marketing campaigns. This new system also provides a new 
‘ranking mode! launched in carly Febery 2007 that ranks ads by relevance in adton Wo keyword bid pice, We 
‘elcve the new search marketing system will provide a more relevant search expsicnce Wo user, mire valuable 
cust fas wo adertsers and adlonal oppeuaiis Wo oar dstbaton partners 


‘Also during 2006, we introduced the Hack Yahoo! Program, which is designed to encourage ans! empower 
‘employee and thint-party innovation. This global program consists of speaker series, an intranet ste and blog, 
workshops and quarterly “Hack Days” that are an ongoing opportunity to foster and celebrate the reaivity of ou 
employees and third parties. Consistent with this spirit of tanovation and openness, we sponsored the Yahoo! 
Developer Network which makes Yalwo!s infrastructure, platform and audience accesible 1 third-parties via 
Application Programming Interfaces (or APIs.) This has established a mutually beneficial ecosystem, in which 
‘thousands of developers have used and built upon technology from Yahoo! services, including. Yahoo! Search, 
‘Yahoo! Photos and Yahoo! Maps, o further increase the relevance of Yaboo! predicts and services for indivi 
‘wer and the eater community. 


‘Our engineering and production teams are primarily located in our Sunnyvale, California headquarters and in 
Carlsbad, California; Burbank, California; Dallas, Texas; and Bangalore, India. Our research team are located in 
‘our Sunnyvale, California headquariers and in Berkeley, California; Burbank, California; New York, New York: 
Barcelona, Spain; and Santiago, Chile. We have inteally developed. acquired or licensed the products an 
‘services we offer. Product development expenses for 2004, 2005 aad 2006 totaled approximately $341 milion, 
‘$570 million, and S833 milli, respectively, which included sock-hased compensation expense of $12 milion, 
‘S22 millon and $14 million, respectively. 


INTELLECTUAL PROPERTY, 


We create, own and maintain 9 wide aray of intellectual property ase that we believe are among oUF mest 
‘valuable assets. Our intellectual property assets include patents and patent applications related to our innovations, 
products and services: ademarks related to our brands, products and services; copyrights in software and creative 
‘content; rade secrets: and other intellectual property rights and licenses of various kinds. We seek to protect our 
Intellectual property asiets through patent, copyright rade secret trademark and other laws ofthe United States 
and other countries, and through contractual provisions. We enter into confidentiality and invention assignment 
“agement with our employees and vontractos and pon-tinclowire agreements with hid putes with whom We 
‘conduct business inorder to Tmit acces o, and disclosure of, our proprietary information. We consider the Yahoo! 
‘raemark and our many related! trademarks to be among our most valuable assets and we have registered these 
‘raemarks in the United Sates and other countries throaghout the world and aggressively seek to protec them. We 
Ihave fcensed in the past, and expect that we may license inthe future, certain of our proprietary rights, such ay 
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‘ademark, patent, copyright and wade secret rights to third parties. Additional information reganing certain risks 
‘elated our intellectual property is included i Pat emt 1A “Risk Factors” of this Annual Report on Form 10K. 


EMPLOYEES 


AAs of December 31,2006, we had approximately 11.400 flltime employees. Our future success is substantially 
‘dependent on the performance of our senioe management and key technical persoanel, a well 3s our continuing 
ability to attract and retain highly qualified technical and managerial personnel, Additonal information regarding 
‘certain risks related to oue employees is included in Par I. Mem 1A “Risk Factors” of this Annual Report ot 
Form 10-K. 


AVAILABLE INFORMATION 


Our website is located at hupuiwww.yahoocom. Our investor relations website i located at 
Ip/tyhoo.lient shareholder. conv. We make availabe free of charge on our investor relations website under 
""SEC Filings” our Annual Reports on Form 10-K, Quarterly Reports on Form 10-Q, Current Reports on Form 8K 
‘and any amendments to those reports as soon as reasonably practicable ater we electrically file or furnish such 
materials to the U.S. Securities and Exchange Commission ("SEC"), Funter, a copy of this annual report on 
Form 10K is located atthe SEC's Public Reference Room at 100 F Strct, NE, Room 1S80, Washington, D.C. 
20549, Information on the operation of the Public Refercace Room can be obuained by calling the SEC a 
1.800-SEC-0330. The SEC maintains an Intemt site that contains reports, proxy and information statements and 
‘ther information regarding out filings a p:/www see gov 


Wem 1A. Risk Factors 


‘We face significant competition from large-scale Internet content, product and service aggregators, princi 
paliy Google, Microsoft and AOL 


We face significant competition from companies. principally Google, Microsoft and AOL. that have aggregated 3 
‘aiety of Internet products, services and content in a manner similar wo Yaboo!, Google's Iniemet search service 
iretly competes with us for affiliate and advertiser arrangements, both of which are Key to our business and 
‘operating results, Additionally, Google offers many other services that diestly compete with our services, 
Including a consumer e-mail service, desktop search, local search, instant messaging. photos, maps. shopping 
services and advertising solutions. Microsoft has introduced its own Internet search scrvie with paid scarch and 
may release features that may make Internet searching capabilities a more integrated part ots Windows operating 
system. AOL has accesso content from Time Warner's movie. television, music bok. periodical, news, sports 
‘ther media holdings: access wo a network of cable and ther broadband wscrs and delivery technologies; and 
considerable resources for faure growth and expansioa. Same of the existing competitors and possible additional 
centranis: may have greater operational. strategic, financial, personel or other resources than we do, as Well as 
‘greater brand recognition ether overall oF for certain products and services. We expect these competitors 
iereasingly to use thet financial and engineering resources to compete with us, individually, and potentially in 
‘combination with each other. In certain of these eases, most notably AOL. our competition has a direct billing 
‘elatonship with a greater numberof thee users though Interet access and eter services than we have with our 
‘users through ou premium services. This relationship may permit such competitors to be mor effective than usin 
targeting services and advertisements to the specific preferences of thee users thereby giving them a compctiive 
‘advantage. If our competitor are more successful than we are in developing compelling products or atracting and 
retaining wsers or advenincr, then ove revendes and growth rates could dcline 


We also face competition from other Internet service companies, including Internet access providers, device 
‘manufacturers offering online services and destination websites 


‘Our users must access. our services through Internet access providers, including wireless providers and providers of 
cable and broadband Internet access. To the extent tha an access provider or device manufactrer offers online 
‘services competitive with thse of Yahoo! the user may elect to use the services or properties ofthat acess provider 
‘ormanufacturer. Inadditoa, the access provider or manufacturer may make it dificult to access ou services by Hot 
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listing them inthe access provider's or manufactre’s ew directory or by providing Yahoo! with less prominent 
listings than the access provider, manufacture. of a competitor's offerings. Such access providers and manufic- 
turers may prove eter able io target services and advertisements to the preferences oftheir users. Ifsuch access 
providers and device manufacturers are more successfal than we are in developing compelling products or 
‘atracting and retaining customers, users or advertisers, then our revenues could decline. Further, the exten that 
Internet access provider, mobile service providers or network provider increase the costs Of Service 10 ers OF 
‘restrict Yahoo!'s ability to deliver products, services and contcal 1 end users oe ierease cur costs Of doing 80, Ot 
tevenues could decline. 


We also compete for customers, users and advertisers with many ather providers of enline services, including 
destination websites and socal media and networking sites. Some of these competitors may have more expertise it 
4 particular segment of the market, and within such segment, have longer operating histones, larger advertiser oF 
‘ser bases, and more brand recognition or technological features than we oe. 

Inthe future, competitors may acquire adltional competitive offerings and if we are unable 1o complete strategie 
‘quisition or investments, oor business could become less competitive. Funher, competitors may consolidate 
With each other to become more competitive, and new competitors may enter the marke. four competitors are 
‘more successful than we are in developing compelling products or attracting and retaining wsers, advertisers 
customers, then our revenues and growth fates cou decline 


We face significant competition from traditional media companies which could adversely affect our future 
‘operating results. 

We also compete with traditional media compunis for advertising. Most advertisers curently spend only a small 
portion oftheir advertising budgets on Internet advertising. If we fll to persuade existing advertisers o retain and 
Inreane thei ypening with ws and if we fail perwade new advertisers to spend a potion of ther balget on 
advertising with us, our revenves could decline and our future operating results could be adversely affected, 


Uf we are unable to provide search technologies and ther services which generate significant tafflc to our 
‘websites, oF we are unable to enter into or continue distribution relationships that drive significant trafic to 
‘our websites, our business could be harmed, causing our revenues to decline. 

We have deployed our own Internet search technology to provide search results on our network. We have more 
limited experience in operating our own search service than do some of our competitors. Internet search is 
‘characterized by rapidly changing technology, sigafican! competition, evolving industry standards and frequent 
‘product and service enhancements. We mist continually invest in improving our wsers’ experience, including 
‘search relevance, speed and services responsive fo thei needs and preferences, to continue to attract, retain and 
‘expand our use base. {we are unable wo provide search technologies nd eter services which generate significant 
fic to our websites of if we are unable to enter into distribution relationships that continuc to drive significant 
tnalic to our websites, our business could be harmed, causing our revenues to decline. 


The majority of our revenues are derived from marketing services, and the reduction in spending by or loss 
of current or potential advertisers would cause our revenues and operating results to decline. 


For the year ended December 31,2006, 88 percent of our total revenues came from marketing services. Our ability 
to continue to retain and grow marketing services revenue depends upon: 


‘+ maintaining our wser base: 
‘+ maintaining our popularity as an Tntermet destination site: 

+ broadening our relationships with advertisers to small- and medium-sized sinesses; 
+ atracting advertisers to our wer base: 


+ increasing demand for our marketing services by avertisers uses, businesses and affiliates, including pices 
Paid by advertisers, the number of searches performed by users, the fale at which users clickthrough (0 
‘commercial search results and advertiser perception ofthe quality of leads generated by our marketing services: 
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“+ the succesful implementation, and acceptance by advertisers and affiliates, of our systems improvements {0 
increase monetization of our search marketing: 


+ the successful development and deployment of technology improvement to our mating system; 
‘+ maintaining our affiiate program for our search marketing: 

+ deriving better demographic and other information from our wers: and 

+ diving acceptance ofthe weh in general and of Yahoo! in particular by advertisers as an advertising medivm. 


{In many cases, our agreements with advertisers have tems of one year les, in the ease of search marketing, 
may be terminated at any time by the advertiser. Search marketing agreements often have payments dependent 
‘upon usage or click-through eves. Acconlingly. it is difficlt o forecast marketing services revenues accurately, 
However, our expense levels are based in part on expectations of fture revenues, including occasional guaranteed 
‘minimum payments to ou aiates ia connection wit seach andor display advertising, and are fixed over the 
shor-tenn with respect to erin categories. Any reduction in spending by or loss of existing or potential future 
ludvertisers would cause our revenues to decline. Further, we may be unable to adjust spending quickly enough 10 
‘compensate for any unexpected revenue shortfall. 


{In certain markets, we depend on a liited numberof sources to directa significant percentage af users 
and busineses to our service to conduct searches, and als of any ofthese sources could harm our operate 
ing result. 


‘A significant percentage of users and businesses that conduct searches and access out search maketing listings 
‘comes from a limited numberof sources in certain markets. In adition to the Yahoo! Properties, sources for ery 
fre members of ou affiliate network, inclding portal, browsers and ther affiliates. Our agreements with afilites 
vary in duration, and depending on the agreement, provide varying levels of discretion to the affiliate in the 
Implementation of search marketing. including the degree to which affiliates can moxy the presentation of the 
‘search marketing listings on thee websites or integrate search marketing with their own services, The agreements 
my be terminal upon the occurrence of certain events, inclding failure wo moot certain service levels, material 
‘reaches of agreement terms, changes in contol erin some stances at wil, We may at be sucessful in renewing 
‘ur affiliate agreements on as favorable terms at all. The lows of afiliates providing significant wers of 
‘businesses or am adverse change in implementation of search marketing by any ofthese affiliates could harm our 
ability 10 generate revenue, our operating results and cash flows fom operations 


‘We may not be able to generate substantial revenues from our alliances with Internet access providers. 


“Through alliances with Inemet access providers, we offer access services that combine customized content and 
‘services from Yahoo! (including bowser and other communications services) and Inert access from third party 
aevess piers. We may not be able to retain the alliances with or existing Intemet agcess provider oto obtain 
‘new alliances with Internet acess providers on terms that are reasonable. Inakition these Inert access services 
‘compete with many large companies such as AOL, Microsoft, Comcast Corporation and ater established Inert 
acess providers. In certain ofthese cases, our competition has substantially greater market presence (inching an 
existing user base) and preter financial, technical, marketing or other resources. Ac a result ofthese and other 
competitive factors, the Inet access providers with which we have formed alliances may nt be able w attract, 
‘grow oF retain their customer bases, which would negatively impact our ability to sell customized content and 
services through this channel and i tun, reduce our anticipated revenues from our alliances. 


Some of our shared revenue arrangements may not gencrate anticipated revenues. 


We typically receive co-branded revense through revenve sharing arrangements or a portion of transactions 
even. In yome cases, our revenvearangements require that minimum levels of wser impressions be provided by 
Us. These arangement expose us to potentially significant financial risks in the event our usage Teves decrease, 
including the following: 


+ the revenue we are entitled to receive may be adjusted downwards: 
” 


‘+ wwe may be rived to “make goad” on cur obligations by providing additional aventsng or alternative services; 
+ the parners of co-brand services may not renew the arrangements oF may renew at lower rales and 


+ the arrangements may not generate anticipated level of shar transactions revenue, partners may defaul 
the payment commitments in such agreements as has occurred inthe pas 


Accordingly any leveling off oF decrease of our user hase (or usage by our existing hase) othe failure 1o generate 
amicipaed levels of shared transactions revenue could result ina signiticant decrease in our revenues. 


Decreases or delays in advertising spending by our advertisers due to general economic conditions could 
‘harm our ability to generate advertising revenue. 


Expenditures by advertisers tend to be cyclical, reflecting overall economic conditions and budgeting and buying 
allem. Since we derive most of our revenues from advertising. any decreases in or delays in advertising spending 
‘due to general economic conditions could reduce our reveaues OF negatively impact our ability 0 gFON" Our 


Financial results for any particular period do mot predict results for future periods. 


“There can be no assurance thatthe purchasing pater of advertisers the Yahoo! Properties will not hxtuste, hat 
advertisers will not make smaller and shorer-term purchases or that market prices for online advertising will not 
‘decrease due 1 competitive or other factors. In akition, there can be no assurance that the volume of searches 
‘cndcte, the amounts bid by advertisers for search marketing listings or the numberof advertisers that bid in our 
search marketing marketplace will not vary widely from period Wo period. Asrevemves fom new sources increas, it 
may become more difficult o predict our financial results based on historical performance, Yow show wot rely on 
‘the results for any period as an indication of future performance. 


We estimate tax abies, the fiat determination of which ix subject to review by domestic and interna 
tional tation authorities. 


We are subject to income taxes and other tases in bth the United States and the foreign jurisdictions in which we 
‘currently operate or have historically operate. We are also subject vo review and audit by both domestic an foreign 
‘taxation authorities. The determination of out worldwide provision for income tases and curren and dfered a 
assets and bilities requites judgment and estimation. Inthe ordinary course of oar busines, there are many 
‘wansactons and calculations where the whimate tax determination is uncertain. Although we believe su 1a 
estimates are reasonable, the ultimate tax outcome may materially differ from the tax amounts recorded in out 
‘consolidated financial statements and may matenaly affect our income tax provision, net income or cash ows i 
‘the perio oF periods for which sich determination made. 


We rely om the value of our Brands, and a failure to maintain or enhance the Yahoo! brands in a couteffecs 
tive manner could harm our operating rests, 


We belive that maintaining and enhancing our brands, including those that contain the Yaboo! name as well as 
‘those that Jo not, san important aspect of our efforts oatiract and expand our user and averiser hase, We also 
believe that the importance of brand recognition will increase due 10 the relatively low harriers to enty in the 
Inernet market. We have spent considerable money and resources to date onthe establishment and maintenance of 
‘ur brands, and we anticipate spending increasing amounts of money on, and devoting greater resources 10, 
advertising marketing and other brand-bulding efforts to preserve and enhance consumer awarenes of our brands, 
‘We may not be able fo successfully maintain or enhance consumer awareness of our brands and, even if we are 
-suecessflin our branding efforts, these efforts may not he costefectve. If we are unable to maintain or enhance 
‘customer awareness of our brands ina cost-effective manner, oor business operating reslts nd financial condition 
«ould be harmed 


{If we are unable to license or acquire compelling content at reasonable cots or if we do mot develop or 
commission compelling content of our own, the number of users of our tervces may not grow as ante 
‘pated, or may decline, or users" level of engagement with our services may decline, all or any of which 
ould harm our operating resals. 


‘Our future sucess depends in part upon our ability to agesezate compelling content and deliver that content through, 
‘ur online properties. We license much of the content on our online properties, such as news items, stock quotes, 
weather reports, maps and audio and video content fom hid parties. We have heen proving increasing amounts 
‘of audio and video content to oor users. and we belive that users will increasingly demand high-quality audio and 
Video content, su as music, film, speeches, news footage, concerts and ether special evens. Such content may 
‘require ws 10 make substantial payments fo thin parties from whom we license or acquire such content, For 
‘cuumple, our music and entertainment properties rely oa major sports organizations radio and television stations, 
recon labels, music publishers, able networks, businesses, colleges and universities film producers and distib- 
‘ors, an ther organizations fra large portion ofthe content available on our propetics. Our ability wo maintain 
and build relationships with third-party content providers will be critical to oursuccess. Ina, as new methods 
for accessing the Inmet become availble, including through altenative devices, we may need 10 enter into 
amended content agreements with existing thin-party contemt providers to cover the new devices. AsO, tthe 
‘tent that Yahoo! develops content of its own, Yahoo!'s curteat and potential thid-pany coatent providers may 
View aur services as competitive with thet own, and this may adversely affect het willingness to contract with us. 
‘We may be unable to enter int new, oF preserve exiting, relationship with the third paris whose content we seek 
tw obvai In dition, ax competition foe compelling content inreases both dawnestically and internationally, out 
‘cantent providers may increase the prices at which they offer their content 1o us, and potential content providers may 
not offer ther conten to uso ofr itom terms agreeable to ws. An increase in the prices charged tous by thin-paty 
‘content providers could harm our operating results and financial condition. Furter, many of our content Ticensoy 
‘with hid partis are non-exchsive, Accondingly, other webcasts and other media sich a radio or television may 
‘be able to offer similar or iemtical content. This increases the importance of eur ability to deliver compelling 
‘itoral content and personalization ofthis content for users i order to differentiate Yahoo! from other businesses, 
we are unable to licens o acquire compelling content at reasonable price, if eer companies broadcast conten 
‘that is similar to oF the same as that provided by Yahoo! or if we do not develop compelling editorial content or 
personalization sevice, the number of wsers of our services may not grow as anticipated, of may decline, which 
‘ould harm our operating rests 


Our intellectual property rights are valuable, and any inability to protect them could reduce the value of 
‘our brand image and harm our business and our operating resulls. 


Weereat wand maintain a wide aay fines opt sss chang copyright, patents tradrath, 
trade des, ade sects and pho certain domain nates eich we Ble fe anon Gu ost vaable ass 
‘We ecko protest urine tual popety asst though pe copyright secret trademark andthe as 
‘ofthe Unite States and other counties othe wo and though contractual provisions. The efforts we have aken 
‘wots orneetal property and peor ights may ot be sient reflective at sopping unautorzed 
tse of those righ. In adition, effective trademark. pen, copyright and trade secret poston may not be 
valle or cosb-etective in every country in which our products and media properties are distributed or made 
‘ailable tog the Ineract. There may he instances where we ae nt able 10 fll presto ulize Ow 
incllectual property ast na manner to maximize competitive alvantages Furth. while we alemp 1 ensure 
‘at he quality of or bran is mainte by our censors, our Hcemses may take actions hal could mpi the 
‘ale of out brand our propia ight the epuation fou reacts and media popes. Weare aware that 
‘hid pates hav. fom inet time. cope sgnicant cote avaiable on Yahoo! fr use in eampetine Interet 
services. Protection ofthe distinctive elements of Yahoo! may not be available under copyright lw or trademark 
Taw. Ifweare unable to rset out prpetry rights rom utah we. the value of ur band image may De 
reduced. Any impairment of our brand could negatively impact our business. In addon, precting oor 
inllestual propery and ater proprictary righ expensive and ime consoming. Any increas inthe una 
thorized use four inlletual property could make it more expensive to do busines and consequctl hart ou 
peating reas. 


We are, and may in the future be, subject to intellectual property infringement claims, which are costly to 
slefend, could result in significant damage awards, and could limit our ability to provide certain content or 
‘use certain technologies in the future. 

Internet technology, media companies and patcat holding companies often possess significant numberof patents, 
Further, many of these companies and other partes are atively developing or purchasing seach, indexing, 
electronic commerce and other Inemet-elated technologies, 2s well asa Variety of online business models and 
methods. We believe that these partes will continue to tke steps to protect these technologies, including, bu not 
limited to, seeking patent protection. As a result, disputes rezanding the ownership of technologies and rights 
associated with online business are likely to continoe to arse fn the future, From time to ime, parties assent patent 
infringement claims against us, Curenly. we are engaged in several lawsuits regarding patent ses and have been 
‘otf of a number of eter potential dspotes. 


1m addition wo patent claims. tied parties hye asserted, and are lke inthe future 10 asset claims against ws 
alleging infringement of copyrights trademark rights, rade secret rights or other proprietary rights, o alleging 
‘unfair competition or violations of privacy right failure to maintain confidentiality of user data. Current, our 
subsidiary LAUNCH Media Ine (“LAUNCH”) is engaged ina lawsuit reganding copyright issues that commenced 
‘rir to our acquisition of LAUNCH. In adton, third parties have made, and may continoe to make, trademark 
Infringement and elated claims against us over the display of search results triggcred by search terms that include 
‘uademark terms 


‘As we expand our business and develop new technologies, products and services, we may become increasingly 
‘subject to intellect popert infringement claims. tthe eveat tha here sa determination that we have infringed 
‘hind-pany peoprictary rights such as patents copyrights trademark rights rade secret rights or othe thin! party 
‘rights such as publicity and privacy rights. we could incur substantial monetary Haility,be required to ener into 
costly royalty or licensing agreements or be prevented from using the Fights which could require ws to change our 
‘business practices in the future and limit our ability to compete eflectively. We may also incur substantial expenses 
Indefending again! third-party infringement claims regares ofthe wert of sushelaims, In addon, many of oa 
“reements with oar customers oe affiliates rere us to indembiy them for certain thin-party intellects papery 
infringement claims, which could increase our cossin defending such claims and our damages, The occurrence of 
any of these results could harm our brand and negatively impact eur operating results. 


We are subject to United States and foreign government regulation of Internet, mobile, and Voice over Inter- 
‘net Protocol services which could subject us to claims and remedies including monetary liabilities and limi 
tations om our business practice. 


We are subject to regulations and laws deetly applicable to providers of foternet, mobile td Voie over Internet 
Protocol services both domestically and internationally. The application of existing domestic and international ws 
and regulations to Yahoo! relating to issues such as aser privacy and data protection, defamation, pricing, 
“advertising. taxation, gambling. sweepstakes, promotions, tilling, real estate, consumer protection, content 
‘egulation, quality of services, telecommunicatons, mobile and intellectual property ownership and infringement 
in many instances is unclear ce unsetled. In ation, we will also be subject to any new laws and regulations 
directly applicable wo our domestic and intermatonal activities. Further. the application of existing laws 10 Yahoo! 
‘or ou subsidiaries regulating or requting licenses fr certain businesses of our advertisers including. for example, 
distribution of pharmaceuticals, alcohol, adult coment, tobacco or firearms, as well as insurance and securities 
‘ookerage and legal services, can be unclear. Internationally we may also be subject to domestic laws regulating 
‘ur activities in foreign counties and to foreign laws and regulations that ar inconsistent fom country to count 
‘We may incur substantial liabilities for expenses necessary 1 comply with these laws and regulations or penal 
for any failure wo comply. Compliance with these laws and regulations may also cause us to change or limit our 
business practices in @ manner adverse to our business. 


‘A numberof U.S, federal las, including those referenced below, impact our business. ‘The Digital Millennium 
‘Copyright At DMCA is intended, in pat to Kimi the lsbility of eligible online service providers fr listing of 
linking to third-party websites tht inclade materials that infringe copyrights or other righis of ethers, Portions of 
‘the Communications Decency Act ("CDA") are intended io provide statwory protections io online service providers 
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‘who distribute third party content. Yahoo! relies on the protections provided ty both the DMCA and CDA in 
conducting its business. Any changes in these laws or judicial interpretations narrowing their protections will 
subject us to greater risk of liability and may increase our cost of compliance with these regulations or limit our 
ability to operate certain lines of business. The Children's Online Protection Act andthe Children's Online Privacy 
Protection Act are intended to etre the disinbutioa of certain materials dcemed harmful to children and impose 
ditional restrictions on the ability of oaline services to collet wser information from minors. In addition, the 
Protection of Children From Sexual Predators Act of 1998 reqites online service providers to report evidence of 
Violations of federal chill pomography laws under certain citcumstances. The costs of compliance with these 
‘egulaions may increas inthe future as a result of changes inthe regulations or the interpretation of them. Further, 
any failures on our part to comply with these regulations may subject ws Wo significant bilities, 


‘Changes in regulations oF user concerns regarding privacy and protection of user data could adversely 
affect our business. 

Federal, sae, foreign and intemational las and regulations may govern the collection, use retention, sharing and 
‘security of data that we receive from our users and partners I ation, we have and poston our website Our own, 
‘rivacy policies and practices concerning the collection, use and disclosure of wser data. Any failure, or perceived, 
failure, by ws to comply with our posted privacy policies or with any datatelated consent orders, Federal Trade 
‘Commission requirements or other federal, ate or international prvacy-rlated laws and repulations could result i 
proceedings or actions against ws by governmental entities or others, which could potentially have an adverse effect 
‘nour business 


Purther, failure or petesived failure vo comply with our policies or applicable requirements related tothe collection, 
‘se, sharing oF security of personal information or ether privacy-telted maters could result in a laws of wser 
«confidence inus damage tothe Yahoo! brands and ulimately in a lows of wer, partners advertisers which could 
adversely affect our business 


‘Marge number of lepsltive proposals pending before the United States Congress, various state legislative bois 
‘and foreign govemiments concern data privacy and retention jsues related (0 our business, I is not possible 10 
‘predict whether or when such legislation may he adopted. Certain proposal, if adopted, could impose requirements 
‘that may result ina decrease in ur user registrations and revenues. Inadltion the ilereetation and application of 
‘user data protection laws are ina state of flux. These laws may be interpreted and applied inconsistently from 
‘county te country and inconsistently with ove current data pectin policies and practices. Complying with these 
‘varying intemational requirements could cause ws to incur substantial costs or require us to change our buses 
practices in 8 manner adverse to our business. 


Acquisitions and srategc inveximents could result i adverse impacts on our operations and in unantci- 
‘ated liabilities. 


‘We have acquired, and have made strategic investments in. a number of companies including through joint 
ventures) in the past and expect to make additional acquisitions and strategic investments in the future, Such 
‘transactions may result in dilutive issuances of equity securities, use of our cash resources, incurence of debt and 
notation of expenses related to intangible assets. Our acquisitions and srategic investments to dae were 
accompanied by a numberof risks, including: 


+ the difficulty of assimilating the operations and personnel of our acquired companies ino our operations; 
+ the potential disruption of our ongoing business and distraction of management: 
+ additional operating loses and expenses ofthe businesses we acquired or in which we invested: 


+ the difficulty of integrating acquired technology and rights into our services and unanticipated expenses elated to 
suet integration 


+ the failure to successfully furtber develop acquired technology resulting inthe impairment of amounts curently 
‘capitalized as imangible asses: 


+ the potential for patent and trademark infringement claims against the acquired company: 
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+ the impairment of relationships with customers and partners of the companies we acquired or in which we 
invested or our customers and parners as a result ofthe integration of acquired operations: 

+ the impairment of relationships with employees ofthe acquired companies or our employees as a result of 
integration of new management personnel: 

+ the dlificuty of integrating the acquired company”s accountng. management information, human resources and 
‘other administrative systems: 


+ our lack of 0 limitations on, our contol over the operations of eur joint venture companies; 


+ imthe ease of foreign acquisitions, uncertainty ezanling foreign laws and regulations and dificulty integrating 
‘operations and systems as a result of cultural, systems and operational differences: and 


+ the impact o known potential ibilities or unknown fables associated with the companies we acquired or in 
which we invested. 


‘We are likely  expericnce similar iss in connection with our future acquisitions and strategic investments, Our 
Taitre to be succesful in aressng these risk o other prlems cncvuntered in connection with cur past or future 
‘Aquisition: and strategic investments could cause ws to fail to realize the anticipated benefits of such acquisitions oF 
investments, incur unanticipated liabilities and harm our business generally. 


Our future to manage growth, diversification and changes to our business could harm us. 


We are continuing to grow, diversify and evolve our business both in the United States and internationally, AS 
result ofthe diversification of our business, personne growth, acquisitions andintemational expansion in the recent 
years, more than one-half of our employees are now based outsie of our Sunnyvale, California headquarters, Wwe 
‘re unable to effectively manage a lags and geographically dispersed group of employces orto anticipate our future 
‘growth and personnel needs, our business may be adversely affected. 

‘As we grow and diversify our business, we mus als expand and adapt our operational nfasructure. Our business 
‘elieson our data systems, billing systems for ou fee-based services and other operational and financial reporting 
‘and control systems. Allof these sytem have hecome increasingly compe i the recent past due to the growing 
diversiication and complexity of our business to acquisitions of new businesses with diferent system and 10 
Inereased regulation over contols and procedures. To effectively manage ou echnical soppor infasircte, We 
will ned to eoatinue wo upgrade and improve our data system. biling systems and ether opcrationa and financial 
systems, procedures and conto. In particular as our fee-based services for which we bill users grow, any faire 
‘of our billing systems to accommodate the increasing number of transactions and accurately bill users could 
adversely affect our business and ability w collect revenue. These upgrades and improvements will requite 8 
‘dedication of resources and in some cases ae likely to be comples. If we are able to aap oar system ina timely 
‘manner to accommodate our growth, our business may be adversely affected. 

‘To etter and more efficiently manage our business, we recently announced, and are currently implementing. & 
reorganization of out structure and management to align our operations with our key customer groups — audiences 
and advertisers. Implementing the reorganization requires significant time and resource commitments frown our 
‘senior management. Inthe event that we are unable 10 effectively implement the reorganization, we are unable 10 
‘eer o retain hey employees as a result ofthe reorganization oF the reorganization does net yield the anticipated 
‘enefis. our business may be adversely affected 


We have dedicated considerable resources to provide a variety of premium services, which may not prove t 
‘be successful in generating significant revenue for ws. 

We offer fee-based enhancements to many of or fre services. including e-mail, personals finance, games, music 
and sports. The development cycles for these technologies are long and generally require significant investment by 
‘us, Weave and wil continue to invest in new products and services, Some ofthese new products and services may 
‘not be profitable or may not meet anticipated wser adoption rates. We have previously discontinued censin non- 
‘profitable premium services and may discontinoe otbers. We must however contine Wo provide mew services that 
are compelling to our users while continuing to develop an effective method for generating revenues for such 
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‘services. General economic conditions as wel a the rapidly evolving competitive landscape may affect user” 
willingness to pay for such services. If we cannot generate revenues from these services dhl are greater than the 
cost of providing such services, our operating results coald be harmed. 


We expect our operating expenses to continue to increase as we atempt to expand the Yahoo! brand, fund 
‘product development, develop media properties and acquire other businesses or technologies, which could 
‘harm our operating results. 

We currently expect that our operating expenses will comtinue 1 increase as we expand our operations in areas of 
‘expected growth, continue to develop and extend the Yahoo! brand, fwd greater levels of prodact development, 
devclop and commercialize addtional media properties an premium services, ad acquie and integrate com 
plementary businesses and technologies. If eur expenses increase at a greater pace than our revenues, UT operating 
‘results could be harmed. 


‘UF we are unable to retain our existing senior management and key personnel and hire new highly skilled 
‘personnel, we may not be able to execute our business plan. 


We are substantially dependent on the continve services of our senior management, inclading our two founders, 
‘ur chief exccutive officer chief financial officer. chief technical officer, and our executive and senior vice 
‘residents, These individuals have acquied specialized knowledge and skills with respect to Yabo! and its 
‘operations. The loss of any ofthese individuals could harm our busines. Our business i also dependent on out 
ability 10 retain, hire nd motivate talented, highly skilled personnel. The competition for such executives and for 
‘other highly skilled personnel can be intense, particularly inthe San Francisco Bay Avea, where our corporate 
‘headquarters, and the headquarters of several of our vertical and horizontal competitors, are located, If we do not 
ceed in recruiting, retaining and mativating our key employees and in atiacting new hey personel, we may be 
‘unable to meet our business plan and asa result, our stock price may decline 


‘More individuals are utilizing non-PC devices to access the Internet, and versions of our service developed 
apna forte dvs may tpl etdprond pion by wr amperes brs of 


“The numberof individuals who acess the ltemet though devices oer than a personal computer suchas personal 
digital assistants, mobile telephones, televisions ad set-top box devices has increase dramatically, andthe end is 
likely to continue. Our services were originally designed fo rich, graphical environments sucha those avalable on 
skip and laptop computers. The lower resolution, functionality and memory associated with altemative devices 
‘eurrently available may make the use of our services through such devices dficul. andthe versions of ou service 
developed for these devices may not be compelling to wsers. manufacturers or distributors of allermative devices. AS 
we have limited experince to date in operating versions of our service developed or optimized for users of 
ternative devices, and as new devices and new platforms are continually being released its ifficult wo predict the 
problems we may encounter in doing so, nd we may need to devote significant resources tothe creation, support 
‘and maintenance of such versions If we are wnable to attract and retain a substantial numberof alternative device 
manufactures, distributors and asers W our online services, we may fail o capture a sufficient share of an 
Increasingly import potion ofthe market for online services and may fil to attract both advertisers and premium 
service subscribers. 


We plan to expand operations in international markets in which we may have limited experience or rely on 
‘business partners. 


We plan to expand Yahoo! branded online properties and search offerings in international markets. We have 
ceurrenily developed, through joint ventures, strategic investments, subsidiaries and branch office, localized 
‘offerings in over 20 countries outside of the United States. As we expand into new ierational markets, we will 
‘have only limited experience in marketing ani operating ow products and services in such markets, Tn other 
instances, ineuding ou strategic investment in Alibaba, we may rely on the effrts and abilities of foreign business 
partners in such markets. Certain international markets may be slower than domestic markets in adopting the 
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Internet a an advertising and commerce medium and so our operations i international markets may not develop at 
‘rate that supports our level of investment. 


‘In international markets we compete with local Internet service providers that may have competitive 
advantages. 

a number ofinterational markets, especialy those in Asia, Europe and Latin America, we face substantial 
‘competition from local Inmet service providers and other portals that offer search, communications and other 
‘commercial services. Many ofthese companies havea dominant marke share in thei ertitris and are owned by 
local telecommunications providers which give them a competitive advantage. Local providers of competing 
‘online services may also have a substantial advantage over usin attracting wsers in thei country due 10 more 
‘stablished branding in that country, preater knowledge with respect t the tastes and preferences of users residing 
In that country and/or their focus om a single market. Further, the local providers may have greater repulatony nd 
‘operational flexibility than Yahoo! duc tothe fat that we ar subject wo oth United States and foreign regulatory 
‘requirements. We must continue to improve ou local offerings, become more knowledgeable about our local wers 
‘and thei preferences, deepen our relationships with our local users as well as increase our branding and other 
marketing activities in onder to remain competitive and strengthen our iferational market position. 


‘Our international operations are subject t increased risks which could harm our business, operating results 
‘and financial condition. 


Inackition wo uncertainty about our ability to continue to peeraterevemics fom Our foreign operations and expand 
‘our international market position. there are certain risks inherent in doing business internationally, including: 


* trae barriers and changes in trade regulations; 


+ ficulties in developing. sling and simutaneously managing a large numberof varying foreign operations asa 
result of distance, language and cultural differences; 


+ stringent foal labor law and regulations: 
+ longer payment eyetes 

*+ currency exchange rate Nuctuaions: 

+ pollcal or social unrest or economic instability; 
+ Import or export estrctons: 

+ seasonal volatility in business activity: 


+ risks related wo government regulation ot required compliance with local laws in cena jurisdiction, including 
those more fully described above: and 


+ potentially adverse tax consequences 


‘One oF more of these factors could harm our future international operations and consequently could harm our 
‘and, business, operating results and financial condition. 


‘We may be subject to legal lability for online services. 
We host a wide variety of services that enable individuals and businesses to exchange information, generate coment, 
advertise products and services, conduct business and engage in various online activities on an international basi 
‘The aw relating to the liability of providers ofthese online services fr activites of their users is currenily unsettled 
‘both within the United States and intemationally. Claims have heen threatened and have been brought against us for 
defamation, negligence, copyright or trademark iafringement,unlawfl activity, tort, including personal injury, 
Fraud, or ther theories based onthe natere and content of tormatio that we peovide inks rth ay he posted 
‘online or generated by our users or with respect to auctioned materials. In addtion, Yahoo! was the subject of a 
«claim brought by certain entities in a French cour regarding. among other things, the availability of certain content 
‘within ou services which was alleged to violate French law. We may be subject wo similar actions in domestic of 
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‘ther international jurisdictions in the future. Our defense of any such actions could be costly and involve 
‘Significant time and attention of our management and other resources. 


‘We also periodically enter into arrangements to offer thind-pary product, services or content under the Yahoo! 
‘brand or via distribution on the Yahoo! Properties, including stock quotes and tring information. We may be 
subject to claims conceming these products. services or cootent by virwe of our involvement in marketing, 
‘branding, broadcasting or providing access wo them, even if we do not ourselves host operat, provide, or provide 
access to these products, services or content. While ow agreements with respect to these products, services and 
‘content, often provide that we willbe indemnified against sch iabilities, the ability to receive such indemnification 
depends om the financial resources of the ether party to the agreement and any amounts received may not be 
adequate to cover our Habits. 


10g also possible that if any information provided directly by ws contains errors or is otherwise negligently 
‘provided 10 users, third panties could make claims against ws. For example, we offer web-based e-mail services, 
hich expose us to potential risks, such as Kablities or claims resulting from unsolicited e-mail lost or misdirected 
messages, legal oF fradulent use of e-mail, or inerrptions oF delays in e-mail service. lvestigating and 
defending any ofthese types of claims i expensive, even to the extent thatthe claims are without mentor do not 
‘ltimately result inability. 


We may have difficulty scaling and adapting our existing technology architecture t» accommodate increased 
traffic and technology advances or requirements of our users and advertisers. 


‘As one of the most highly trafficked websites on the Internet, Yahoo! delivers growing number of prets, 
‘services and page views to an increasing numberof wers around the world. In alton, the products and services 
‘offered by Yahoo! have expanded and changed significantly and are expected to continue to expand and change 
"rapidly inthe future wo accommodate new technologies and new means of content delivery such arch media audio 
‘and video. Our future succes wil depend on our ability to adap 10 rapidly changing technologies, 10 adap out 
‘products and services to evolving industry standards an to improve the performance and reliably of our prsets 
and services, Rup increase inthe levels or types of use of our online properties and services could result in delays 
‘or interruptions in our service 


Widespread adoption of new Inte, networking or telecommunications technologies or ther technological 
‘changes could require substantia expenditures to mexity or adapt or services or infrastructure. The technology 
architectures utilize for our services are highly complex and may not provide satisfactory suport inthe future, a6 
‘usage increases an products and services expand, change and become more complex. Inthe fare, we may make 
‘changes to our architectures and systems. incloding moving to completely new architectures and systems, Such 
‘changes may be technologically challenging to develop and implement. may take ine wo test and deploy. may 
‘us to nvr substantial costs or data loss, and may cause users advertisers, and afilistes to experience delays ot 
Interruptions in ou service. These changes delay oF interruptions in our service may cause users, advertisers and 
affiliates to become dissatisfied with our service and move to competing poviders of online services. Further. othe 
‘tent that demands for our services increase, we wil ned 1 expand our infastructure, including the capacity of 
‘our hardware servers and the sophistication of cor software. This expansion is likely to he expensive and complex 
‘and require additional technical expertise. As we acquire wscrs who rely upon us for a wie variety of services, it 
‘becomes more technologically complex and costly to retrieve, store and integrate data that will enable ws to track 
cach user's preferences. Any difficulties experienced im adapting our architectures and infrastructure 4 accom 
rmodite increased trafic 0 stoe user data and tack wer preferences, together with the associated costs and 
potential fxs of tfc, could harm our operating results, cashflows from operations and financial condition 


Our business depends on the continued growth and maintenance of the Internet infrastructure. 
‘The success and the availability of our Internet-based products and services depends i part upon the continued 
‘growth an maintenance ofthe Internet infrastructure ssf ncloding its protocol, architecture, nctwork bach- 
‘hone. data capacity and security: Spam. viruses, worms. spyware, denial of service atacks and ther acs of malice 
may affect ot only the lternet's sped, liability and availablity but alto is comtinocd desirability asa vehicle for 
‘commerce. information and user engagement. Ifthe lternet proves unable to meet the ew threats and increased 
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‘demands placed upon it, our business plans, wser and advertiser relationships, site waffic and revenues could be 
adversely affected. 


[New technologies could block our advertisements or our search marketing listings, which would harm our 
‘operating result. 

‘Technologies have been developed and are likely 10 continue to be developed that can block the display of our 
‘advertisements or our search marketing listings. Most of our revenues are derived from fees paid t0 us by 
advertisers in connection with the display of advertisements or our search marketing stings on wel pages. Asa 
‘resul advertisement blocking technology could redace the umber of advertisements and earch results that We are 
able to deliver and, in tum, our advertising revenues and operating results. 


We rely on third party providers for our principal Internet connections and technologies, databases and ser- 
es ertical to our properties and services, and any errors, failures or disruption in the services provided 

by these third partes could significantly harm our business and operating results 

We ely om private thin-party providers fr our principal Internct connections, co-location of a significant portion of 
‘ur data servery and network acess. Any disruption, from natural disasters, echnology malfunctions, sabe of 
‘ther Factors inthe Internet or network acess or co-ocation services provided by these third-party providers or any 
failure ofthese thint-party providers to handle current or higher volumes of use could significantly harm our 
‘ousness, operating results and financial condition. We have litle control over these thtd-party providers, which 
Inreases our vulnerability to disruptions or problems with thei services. Any financial dificulies experienced by 
‘our providers may have negative effects on our business, the nature and extent of which we cannot predict. We 
license technology and related databases from third parties for certain clement of our properties, including. among 
‘thers, teshwology underlying the delivery of pews. stock ques and current Financial information, chat services, 
‘weet mapping ad telephone listings steaming capabilities and similar services, We have experienced and expect 
{continue to experience fterrptions and delays in service and availability for such elements. We aso rely on a 
thied-puty provider for key components of our e-mail service. Furthermore, we depend on hardware and software 
supplies foe prompt delivery installation and sevice of server and other equipment to deliver our services, Any 
errors, failures, interruptions or delays experienced in connection with these third-party technologies and infor- 
mation services cou aegaively impact our relationship with wsers and adversely affect our band our business and 
‘operating results 


‘We rey om distribution agreements and relationships with various third partis, and any failure to obtain oF 
‘maintain such distribution relationships on reasonable terms could impair our ability to fully execute our 
sins plan. 

In audition to ou relationships with Internet access providers, to increase traffic for our offerings and make them 
‘more available and attractive to advertners and users, we have certain distribution agreements and informal 
‘elationships wth operators of online networks and leading websites, software companies, electronics companies, 
‘nd computer manufacturer. Depending onthe distributor and the agreement these disinbution arrangements may 
‘ot be exclusive and may only have a shor term. Some of oar dstibtors, particularly ditibatrs who are also 
‘competitors or potential competitors, may not renew their distribution agreements with us. In ation, as new 
methads for accessing the Internet become available, incloing through altemative devices, we may need to enter 
imo amend distributions agreements with existing distributors to cover the new devices and agreements with 
‘additonal distributors. Inthe fature existing and potential distributors may not offer distribution of our properties 
and services tous on reasonable terms, oat al. If we fil to obtain distribution or to obtain distribution on terms 
that are reasonable, we may aot be able to fly execute our business plan, 


We rey om third party providers of rich media products to provide the technologies required to deliver rich 
‘media content to our users, and any change inthe icensing terms, cots, availabilty or user acceptance of 
‘these products could adversely affect our business. 

We rely on leading providers of streaming mea products to license the software necessary to deliver tich media 
content to our users. There can be no assurance tha these providers will continue to icense these products 10 Us on 
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reasonable terms, ora all, Our wsers are currently able wo electronically download copes of the software o play 
rich media fee of charge, but providers of rich media products may begin charging users for cops of thet player 
software of otherwise change their business mevdel in a manoer tht slows the widespread acceptance ofthese 
‘raducts. In order for our ich mea services toe successful thee must bea large ase of wscr ofthese rich mei 
‘products. Wehave limited or a0 control over the availability or aceptance of rich media software, and tothe extent 
that any ofthese circumstances occur, ave business may be adversely allected. 


Uf we fail w prevent click fraud or if we choose to manage undesirable clicks in a way that advertiers find 
‘unsatisfactory, we could lose the confidence of our advertisers as well as face potential litigation, which 
could adversely impact our business and profitably. 


We are exposed to the risk of elick fraud or othe licks that advertisers may perceive as undesirable I fraudulent 
‘ctvty aceurs and we are unable to detect and prevent it ori we choose to manage undesirable clicks ina way that 
advertisers find unsatisfactory. the alected advertisers may experience oF perceive a reduced return on thet 
investment in our advertising programs which could lead the advertisers wo become dissatisfied with our advertising 
‘prgrams. This could damage our brand and lead o Joss of aivertsers and revenue. Advertiser dissatisfaction has 
Jed 10 litigation alleging click fraud and could potentially lead to further litigation, We may also issue refunds or 
‘rolits as a result of such activity. Any increase in costs de 10 any such ligation, refunds or credits could 
‘negatively impact our profitably 


Interruptions, delays or failures inthe provision of our services could damage our brand and harm our 
‘operating results. 


‘Our operations are susceptible to outages and interruptions due 0 fire, floods, power los, tlecommunicatons 
failures, eyber atack, terrorist attacks and sical event. In addition, a significa portion of our network 
Infrastructure is loated in Northern California, an aea subject to earthquakes. Despite our implementation of 
‘network security measures, our servers are vulnerable to computer viruses, worms, physical and electronic break- 
in, sabotage and similar disruptions from unauthorized tampering with our computer systems. For example, We are 
‘vulnerable to coordinated attempts to overload our systems with data, resulting in denial or reduction of service 10 
some oral of our wers fra period of time. We have experienced a coordinated denial of service attack in the past, 
and may experience such attempts ja the future. We do wot have multiple site capacity forall f ou services and 
‘some of our system arent fly redundant the event of any such accurence. In an effort to reduce the ikelihot 
‘of. geographical or other disaster impacting our business, we have striboted and intend Yo continue distributing 
‘our servers among audition data center locate aud the work. Faire wo execute these changes properly oi 
‘timely manner could result i delays o interruptions to our service, which could resll ia hss of users and 
damage to our brand, and harm our operating results. We may not cary suicient bisnessinterapton insurance to 
compensate us for loses that may Occur as result Of any events, which cause inleruptios in our service. 


We may be required to record a significant charge to earnings if our goodwill, amortizable intangible assets 
‘or investments in equity interests become impaired. 


We are required under generally accepted accounting principles to review our amortzable intangible assets and 
investments in equity interests or impairment when events or changes in ctcumstances indicate the carying Valle 
may not be recoverable. Goodwill is required tobe tested for impairment atleast annually, Factors that may be 
‘considered a change in circumstances indicating thatthe carrying value of our amortzable intangible asses may not 
‘he recoverible include a decline n stock prie and market capitalization, and sewer growth rats in ur inst, 
Factors that may be considered a change in circumstances indicating that the carrying alive of an investment in 
‘equity intrest may not be recoverable ince a decline in the stock pre of next invesee that i a public 
‘company ora deine in the operating performance of an equity investee. We may be required to record a significant 
charge to earings in our consolidated financial statements during the period in which any impairment of out 
goodwill, amotizable intangible assets or investments in equity interests is determined. This would adversely 
Impact our results of operations. 
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(Our stock price has been volatile historically and may continue ta be volatile regarles of our operating 
performance. 


‘The trading price of our common stock hasbeen and may continue to be subject to wide uctuations, During the 
year ended December 31,2006, the closing sale prices of our common stock on the Nasdaq ranged from $22.99 10 
‘$4.42 per share andthe closing sale price on February 1S. 2007 was $31.25 per share. Our stock price may 
uctuate in response to a number of events and factors, such as quarterly variations in operating results; 
‘announcements and implementations of technological innovations or new services upgrades and media properties 
by us or our competitors changes in financial estimates and recommendations by securities analysts; he operating 
and stock price performance of other companies that investors may deem comparable 19 Us; the operating 
Performance of companies in which we have an equity investment, inclding Yahoo! Japan and Ahab; and 
news feports relating to trends in our markets or general economic conditions 


In addition, dhe stock market in general, ad the market prices for Internet-related companies in particular, have 
‘experienced yoatiliy that offen has been unrelated tothe operating performance of such companies, These broad 
market and industry fluctuations may adversely affect the price of our stock, regardless of our operating 
performance, Additionally. volatility ora lack of postive performance in our stock price may adversely affect 
‘ur ability to retain key employees, all of whom have been granted stock options or other sick-hased wands 


Anti-takeover provisions could make it more dificult fora third party 1 acquire us. 


We have adopted a stockholder rights plan and intially declared a dividend distribution of one right for each 
‘outstanding share of common stock stockholders of recon as of March 20,2001. Asa result of our tworforone 
‘stock spit effective May 11,2004, each share of common stock is now associated with one-half of one righ. Each 
tight entitles the holler to purchase one unit consisting of one one-thoussndth ofa share of our Series A Junior 
Panicipating Prefered Stock for $250 per unit Under certain citcumstances, if person or grOWp acquires 
1S percent or mor of our outstanding common sock. holders ofthe rights other than the person or group rigger 
‘thir exercise) will be able to purchase, in exchange forthe $250 exercise price, shares of our common stock or of 
‘any comipany into which we are merged having a value of S800. The rights expire on March 1, 201, unless extended 
bby our Board of Directors. Because the righis may substantially dilute the stock ownership ofa person or group 
attempting to take ws over without the approval of our Board of Directors, our rights plan could make it more 
ticul fora thd party to acquire ws (ora significant percentage of our outstanding capital stock) without fst 
negotiating with our Board of Directors regarding that acquisition. 


{In addition, our Board of Directory has the authority to issue wp to 10 million shares of Prefered Stock (of which 
2 milion shares have been designated as Series A Junioe Participating Preferred Stock) and o determine the pice, 
‘rights, references, privileges and restrictions, inclding voting right, of those shares without any further vole oF 
action by the stockholders. 


‘The rights ofthe holders of our common stock may be subject, and may be adversely affected by the rights ofthe 
‘holders of any Prefered Stock that may be issued i the futre, The isuance of Preferred Stock may have the eect 
‘of delaying. deterring or preventing a change of control of Yahoo! without further action by the stocklders al 
may adversely affect the voting a other Fight ofthe holder of oar common sich. Further, certain provisions of 
‘ur carter documents, including provision eliminating the ability of stockholders to take ation by written consent 
and limiting the ability of stockholders to rise matters ata meeting of stockholders without giving advance notice, 
‘may ave the effect of delaying or preventing changes in contro or management of Yahoo! which could hive at 
adverse effect on the market price of our tock. In akdition, our charter documents do oot permit cumulative voting, 
‘which may make it more dificult ora thi party wo gain contro of our Board of Directors. Further. we ae subject 
to the anti-akeover provisions of Section 203 of the Delaware General Corporation Lav, which will probit us 
From engaging in “business combination” with an “itereied stockholder” fora period of three years afer the date 
‘ofthe transaction in which the person became an interested stockholder, even if such combination i favored by a 
majority of stockholders, unless the business combination is approved in a prescribed manner. The application of 
‘Section 203 also could have the effect of delaying or preventing a change of contol or management. 
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Wem 1B. Unresolved Staff Comments 
None, 


Wem 2. Properties 
‘Our headquarters is located in Sunnyvale, California and consists of owned and leased space aggregating 
approximately 1.7 million square fet. In 2006, we purchased additional land in Santa Clara, Califormia. Office 
‘pace isalso leased in Amsterdam, Bangalore, Buenos Ares. Calgary. Copenhagen, Dublin, Dusseldor, chills, 
Hamburg. Hong Kong. London, Oslo, Madrid, Melbourne, Mexico City, Milan, Monteal, Mumbai, Munich, New 
Dethi, Osaka, Pars, Sio Paulo, Seoul, Singapore, Stockholm, Sydney, Taipei. Tokyo, Toronto and Trondbcim, We 
als ease offices various locations in the United States, inclading Adan, Berkeley, Boston, Chicago, Columbus, 
Dallas, Detroit, Hillsboro, the Los Angeles Area, Miami, New York, Orlando, Reston, the San Diego Area, the 
‘San Francisco Bay Area the Settle Area, and Washington, D.C, Our data centers are operate in locations in the 
United States, Europe and Asia. 


We believe that our existing facilis are adequate ¥o meet curent requirements, and that suitable additonal or 
substitute space wil be available as teed wo accommodate any further physical expansion of operations and for 
any additional sales offices 


Wem 3. Legal Proceedings 
From time to time. thind parties assert patent infingement claims against Yahoo! Curent. we are engage in 
several lawsuits eganing patent sues and have Been ied of» pum af ether pena patent dap. 19 
‘ukition from ine time we are subjct voter legal proceedings and clams inthe dinar course of business, 
incluling clans of alleged iingement of waemark, copyright sceets and ther ella opty 
‘igh clams related wemployecnt mater and vanity of oe lai cling lain alleging deamon 
invasion of privacy ang in connection with ou ema mewsage ban, auton sts, shopping services and 
‘ter eomnicatons atl community Festes 


On May 24,2001, Arista Records Inc. Bad Boy Records. BMG Music diva The RCA Records Label, Capitol 
Reconls, Inc, Vipin Records America, Inc, Sony Music Enertainment le. UMG Recontings; Ine, Inerscope 
Records, Motown Record Company, LP. and Zomba Recording Corporation filed a lawsuit alleging copytight 
Infringement against LAUNCH Media, tne. LAUNCH”) in the United States Disrict Cour forthe Souther 
Distt of New York. The plaintiffs allege, among other things, that the consumer-influenced potion of 
LAUNCH's LAUNCHeast service is “interactive” witin the meaning of Section 114 of the Copyright Act and 
therefore does not qualify forthe compulsory license provided for by the Copyright Act. The Complain seeks 
declaratory and injunctive relief and damages forthe alleged inffingement. After the lawsuit was commenced, 
‘Yahoo! entered into an agreement to acquire LAUNCH, which closed in August 2001 and since that time LAUNCH, 
‘has been a wholly owned subsidiary of Yahoo!. Because LAUNCH setled the LAUNCH Iigation as to al ther 
plait, MG Musie Wii The RCA Recons Label isthe sole remaining plait i this proceeding. On 
November 4, 2005, the Court issued an order denying the plant's sunnmary jdgment motions ast interactivity 
‘and willful infringement. A trial date hasbeen set for Apri 16. 2087. We do not believe its Feasible to predict ot 
{etermne the outcome or resolution ofthe LAUNCH litigation at this time. The range of possible resolutions of 
such LAUNCH litigation coold include judgments against LAUNCH or setlements that could require substantial 
‘payments by LAUNCH. 

‘On July 12,200, the firs of several purported securities las action lawsuits was filed in the United States Disret 
‘Court, Souther District of New York aginst certain underwriters involved in Overture Services Inc's ("Overture") 
Inial pubic offering, Overture, and certain of Overture's curent and former officers and directors. The Court 
‘consolidated the cases against Overture. Plaintiff allege, among other things violations ofthe Securities Act of 
1933 and the Securities Exchange Act of 1934 involving undisclosed compensation to the underwriters, and 
improper practices by the underwriters and seek unspecified damages. Similar complaints were fle in the sume 
‘court against numerous public companies that eondocted intial public offerings oftheir common stock sce the 
mid-1990s, Al of these lawsuits were consolidated for pretrial purposes before Judge Shira Scheindlin. On 
‘April 19, 2002, plaintiffs filed an amended complaint, alleging Rue 106-5 claims of frau. On July 15, 2002, the 


» 


issuers filed an omnibus motion to dismiss for filre to comply with applicable pleading standards. On October 8, 
2002. the Court entered an Order of Dismissal ast all ofthe individual defendants in the Overture 1PO tiation, 
‘without prejudice. On February 19, 2003, the Coart denied the mation to dismiss the Rule 1065 claims against 
certain defendants, including Overture. Overture accepted a proposal fo the setlement and release of claims 
‘against the issuer defendants, including Overture. The settlement was presented to the Court in June 2004. On 
February 15,2005, the Cour issued an onder granting conditional preliminary approval of the settlement proposal 
‘On August 31, 2005, the Court issued an onder confirming pectiminary approval ofthe settlement. On April 24, 
2006, the Cour held fairness hearing in connection with the motion fr final approval ofthe setlement. The Coun 
thas yet to se ruling onthe motion fr final approval. The settlement remains subject toa numberof conditions, 
imluding final approval ofthe Court. On December 5, 2006, the Court of Appeals forthe Second Circuit reversed 
the Court's October 2004 onder certifying a clas in si test cases that were selected by the undervriter defendants 
and plantifs in the coordinated proceeding. Overture is nat onc ofthe test cases and its unclear what impact this 
will hve onthe class in Overture's ease. Ifthe settlement does not occu. and litigation against Overture continues, 
‘we imend to defend the ease vigorously 


‘We do no belive. hased on curent knowledge, that any ofthe foregoing legal proceedings or claims are lkely to 
‘havea material adverse effect on our financial position results of operations or cash lows. However, we may incur 
‘substantial expense in defending against thind party claims. Inthe event ofa determination averse Yabo! or its 
‘subsidiaries, we may incur substantial monetary lability. and be required to change our business practices. Either of 
these coud have a material adverse effect on our financial pion, results of operations or cash flows, 


Wem 4, Submission of Matters to a Vote of Security Holders 
No matters were submitted to vote of security holders daring the fouth quater of 2006, 


Part 

om §, Marke forthe Registrants Common Equity, Related Stockholder Motters and luer Purchases of 
Equity Securities 

Market formation for Common Stock 


‘Yahoo! Inc. common stock is quoted on the Nasdaq Global Select Market under the symbol "YHOO" The 
following table sts forth the range of high and low per share sales prices as repwte foreach peri indicated and 
reflects al sock splits elected: 


First quarter, S466 $2075 
Second quater. SMO 82860 
Tint quarter SKM s2460 
Fourth quarter $2456 $2265 

Stockholders 


We hud 11,182 stockholders of record as of February 15, 2007 


Dividends 
‘We have not declared opi any cash dividends on ur common stock. We presently do not have pla to pay any 
cash dividends tthe near future, 

Recent Sales of Unregistered Securities 


In October 2006 we acquited the outstanding stock of Kenet Works AB. On December 11, 2006, we issued an 
‘aggregate of 119,931 shares of our common stock wo several sharcolders of Kenet Works AB in satisfaction of 


0 


portion of the purchase rice. The December 1, 2006 issuance of our shares was made in reliance upon an 
‘exemption fom the egistration requirements of the Securities Act of 1933, as amended, provided by Regulation D 
‘or the safe harbors provided by Regulation S. The sharcholders who received shares of our common stock made 
‘Tepresenatons tous as other accredited investor tau or noa-US. person satus and aso their investment tent 
and financial sophistication. ‘The shares ae subject to certain restrictions on transfer, including a restriction on 
transfer absent compliance with Regulation D, the safe harbors provided by Regulation $ or other available 
‘exemption from oe registration under the Securities Act of 1933, as amended. 


Issuer Purchases of Equity Securities 
‘Stock repurchase activity during the three months ended December 31, 2006 was as follows: 

Appresimate Detar 

‘Tat Number of Nae of Shares 


‘Share rete tat May Yet be 
“pat Nomter Meract as PartataPurchaed Uner 


“ce” rie Fait Pty Annonces the Programe 
October 1 — October 31, 2006 A018 2084 BAOILT2® $3,000,000 
‘November 1 — November 30, 2006 - = — $3,000,000 
December 1 —Desember 31, 206 $3,000,000 


SaoL72s $2954 KAOLIN 


° Teas puchn ete mondhelDeembe 3138 wee wa at se eps pra th e nc 
Much 28 wah sn aie tl 033 Tos prop ma ap by 4 Mah 30 


may mad lr Rae 1S pln 
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Performance Graph 

‘This performance graph shall not he Jeemed “fled” for purposes of Section 18 ofthe Securities Exchange Act of 
1934, as amended (the “Exchange Act”) or etherwise subject othe liabilities under that Section and shall not be 
deemed to be incorporated by reference into any filing of Yahoo! under the Securities Act of 1933, as amended or 
the Exchange Act. 

‘The following graph compares, forthe five year period ended December 31,2006, the cumulative total stockholder 
‘return for the Company's common stock, the Nasdaq Stock Matket (U.S, companies) Index (the "Nasdaq Market 
Index”) the Goldman Sachs Internet Trading Index (the “GIN") andthe Standard & Poors $00 Stock Index (the 
“SAP $00 Index”), Measurement points are the lst trading day of each of the Company's fiscal years ended 
December 31, 2001, December 31, 2002, December 31, 2003, December 31, 2004, December 31, 2005 and 
December 31,2006, The graph assumes that $100 was invested on December 31,2001 in the common stock of the 
‘Company, the Nasdaq Market Index. the GIN and the SAP $00 Stock Index and assumes reinvestment of any 
dividends. The stock price performance onthe following graph is wot accessrily indicative of future stock price 
performance. 
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[=O= Yahoo! ne. “A= NASDAQ Market Index —O- GIN —O= S&P 500 inde 
sn | waa ow ows [1717306] 
Yahoo tne. ‘$100.00 | $92.16 | $288.85 | sa2a.n0 | Saat.71 | $247.98 
NASDAQ Market index ‘Sio0.00 | sos.a7 | $102.72 | SH11.S4 | 11807 | sizaRe 
GIN "$100.00 | $71.17 | $137.86 | $169.91 | $195.52 | $190.34 
‘SAP 500 Index ‘$100.00 $7663 | $ 6: | $105.56 | $108.73 | $123.54 


‘eer Eade Demir 3h 
= a 3 =e ie 
“le thom ep pr share ate) 

SLA2SI97  SAST4SIT $5257.68 $6,425,670 
S2951065 S$ 6BRSKI 1.107.725 940,966 


Net income before cumolative effect 


‘of accounting change” = $106,935 $ 237879 43955 S1,896290 $751,391 
Cuma let of acouming 

hangs = = = = = 
Not income!” S27N SMOSH 519962 $F 751391 


[Net income per share before 
uma eof atuming 


change —| Ss 0m Ss a Ss om S 135 Sas 
Caml eet of avin 

‘change per share — basic (005) = = = = 
Nat income per share — basi”? Soom Sow Som Sis SOs 
Not income per share before 

uae fest of astuming 

chinge diluted”. ..-e.-s-.. $009 S$ ON S$ OSK S128 S$ O82 
‘Cumulative effect of accounting 

‘hange per share — diated os) 7 = = = 
4 income per share —dilwed”.... $008 Sais SOse 13k S02 


Stare md in per sae eketaon — 
1187.67] 1233480 13849 1.400421 1,388,741 


teeter 


ied ons enenene eee 122020 1.310796 1.452.499 1445501 _1.457,646 
‘Consolidated Balance Sheets Data: 
ar a ec a 
$ 418992 $ 1429603 § 1.569871 
$2150.23, S 257.188 $ 1967414 
sLon9ns S 2245481 $ 2.276.148 
$5931,654 S1O891.834 S11-513.608 
$822.89 1.061.267 $870,948 


S4360490 STIONAIG S$ KSGGAIS $9,160,610 


Wem 7. Managements Discussion and Anatsss of Financial Condition and Results of Operations 
Forward-Looking Statements 

‘In addon to current and historical information, chix Report contains forward-looking statements within the 
‘meaning of the Private Securities Liigatom Reform Act of 19S, These statements relate 10 our ature operations, 
prospects, potential products. services. developments and business strategies. These statements can in some cases, 
‘he ideified by the use of terms such as “mas.” “will.” “shoul,” “could” “would” “intend,” “expect,” “plan,” 
“anticipate,” “believe.” “estimate.” “predic.” “project.” “potential” or “continue” or the negative of such terms 
‘rather comparable erminology. This Report includes, among others, forward-looking statements regarding our: 
+ expectations about revenues for marketing services and fees: 

+ expectations about growth in users: 

+ expectations about cost of revenses and operating expenses; 

+ expectations about effective ta rate; 

+ expectations about our announced reorganization: 

+ anticipated capital expenditures: 

+ evaluation of posible acquisitions of, oF investments in, busineses, products and technologies; and 


+ eapectatons about positive cash Now generation and existing cash and investments being suicient fo meet 
rma operating requirements. 

These statements involve certain known and unknown risks and uncertainties that could cause our actual resus 1 

fer materially frm those expresse or implied in our forward-looking satements. Such risk and uncertainties 

‘nce, among others those listed in Part hems 1A “Risk Factors” ofthis Anna Report on Five 10-K. We donot 

‘intend and undertake no obligation, to update amy of our forward-looking statements after the date of his Report to 

reflect actual results or future events oF cicmstunces. 


Overview 


‘Weare a leading global Internet brand and one ofthe mos afiched Internet destinations worldwide. Our mission 
Isto connect people to their passions their communities andthe world’s knowledge. We seek to provide Inert 
‘services that ae estental und relevant to our global audience of users and advertisers. ‘To our global audience of 
‘wer, we provide our owned and operated online properties and services (the “Yahoo! Properties”), To our 
advertisers, we provide a range of ols and marketing solutions designed to enable them to reach our comity of 
‘users through the Yahoo! Properties and our distribution network of third-party entities (referred to a8 “afiiaies") 
who have integrated our search andor display acvertsing offerings iat their websites, 


Weoler abroad range of innovative and high quality Internet prct and services that are designed to provide our 
‘users with the power to connect, communicate create. access and share information enine. We seek 1 provide 
ficient and effective marketing services for advertisers to reach our global auience of users. Out focus i608 
‘engaging more deeply with users and increasing the user base onthe Yaboo! Properties, thereby enhancing value for 
‘our advetisers. We believe that we can increase or existing and potential user base an our users’ engagement cm 
the Yahoo! Properties not only by offering compelling Ineret services, but also by effectively integrating seach, 
‘community, personalization and content to create a more powerful user experience. 

Many of our services are free tousers. We generate reventes by providing marketing services to advertisers across 
majority of our properties and by charging our users for premium services. We clasity these revenues as either 
marketing serves or foes. Our offerings to user currently fll into five categories — Search; Marketplace: 
Information and Entertainment: Communications, Communities and Front Doors: and Connected Life, See Pat 1 
Business — “Offerings to Users” fr altional information. The majority of our offerings are availabe globally in 
more than 20 languges, We manage and measore ar business geographically. Out principal geographies are the 
United States and International. 


u 


Revenue Sourees 


Marketing Services Revenue. The majority of our marketing services revenve is from sales of online display 
‘advertising and is generated from several offerings incladng: the diplay of rich media advertisements display of 
{text based links to an advertiser's website isting base services, and commerce hased transactions. 


We recognize revenue from the display of graphical advertisements display advertising”) on the Yahoo! 
Properties and on the websites of our affiliates as “impressions” are delivered. An “impression” is delivered 
hen anavertsement appears in pages viewed by users. We also recognize revenue from the display of text based 
links othe websites of ou advertisers ("search advertising”) which ae placed onthe Yahoo! Properties and also on 
the websites of our afiiates who have integrated ur search offerings into their websites, We recognize revenvc 
from these arrangements as"cick-throughs” occur. A "click-through" occurs when a user clicks on an advertiser's 
listing. 


“Marketing services revenue also includes listings revenve and transaction revenue, Lisings revenue is generate 
Troma variety of consumer and business listings-hased services, including acces othe Yahoo! HotJobs database 
‘and classifieds suchas Yahoot Autos, Yahoo! Real Estate another services. We recognize listings revenue when 
the services are performed. Transaction revenue is generated fom foilitating commercial transactions through the 
‘Yahoo! Properties, principally from Yahoo! Travel and Yahoo! Shopping. We recognize transaction revenue when 
there is evidence that qualifying wansactions have oocurred, for example, when travel arrangements are hooked 
‘through Yahoo! Travel 


Fees Revenue. Fees revenue consists of revenues generated from a variety of consumer and business fee-based 
‘services including Internet broad services, premium mail, music and personals offerings as well ws services 
for small businesses, We recognize fees revenue when the services are performed, 


2006 Performance Highlights 


Revenies ‘Our revenues forthe year ended December 31,2006 increased 22 per 
‘cent year over year to $64 billion, wth unique users up 16 percent 
year over year, fe paying wsers up 29 percent year over year and page 
views up 22 percent year over year 


mene from Operations ‘Operating income forthe year ended December 1, 2006 declined year 
‘over year primarily due tothe adoption, on a modified prospective 
basis, of Statement of Financial Accounting Standards SEAS") 
No. 128 (revised 2004), “Share-Based Payment” (°SFAS 123K") 
‘on January 1, 200, which resulted in stock-hased compensation 
‘expense of $425 million for the year ended December 31, 2006, 
‘compared to $S2 million during the prior year. 


Stock Repurchases We repurchased 93.1 milion shares of our common stock during the 
_year ended December 31, 2006 at an average price of $29.84 per share, 
‘compared to 11,7 millon shares at an average pice of $33.20 pet 
share during the prior yer. 


intends) 
$5257.68 $6425679 $1,168011 
~ SLUOTT2S $940,966 5 (166.759) 


‘ear Ended Decmber 3. es.3006 


a Foe a 
7 
[Net cash provided by operating activities. © SLINKS $1371.57 (339,807) 


[Net eash use in investing activites + $821,930) $ (193.681) $ 628.249 
[Net cash use in financing activities 'S (250,600) {1,094.624) (843,024) 


ve eveme row forth er cade Decenie 31, 208, compre th ir yen ca ated 
increasing number and activity level of users across our offerings on the Yahoo! Propetics and though our 
distribution network of affiliates. Marketing services revenves and fes revenues experienced 22% and 20% year 
‘over year growth, respectively. 

‘Cash generated from our operations is & measure of the cash pradctivity of our business model and is an area of 
focus for us. Our operating activites in 2006 generated adequate cash to meet our operating needs. Cash used in 
investing stivities in 2006 inches capital expenditures of $689 milion (including $112 million fra purchase of 
Jand in Santa Cra, California), as well as cash consideration for acquisitions inching the strategic investments in 
Right Media In, an online advertising exchange, and Gmarket Inc. a retail e-commerce provider in South Korea, 
‘Cash used i finaneing activities in 2006 reflected ur et cash used fo direct and structured stock repurchases of 
'S2.0billion, offset by cash proceed from the issuance of common stock of $318 million as. result of the exercise of 
employee sock options, 


Summary 

We believe the search queris, page views, click-through and related marketing services revenues and fees 
‘revenues comelate tothe number and activity level of users across our offerings om the Yahoo! Properties, tn the 
fourth quarter of 2006, we launches a mew search marketing system, referred to as Project Panama, and we hive 
‘heen transitioning our advertisers ont the new system gradually i the United States and wll begin transitioning 
‘ur advertisers in international markets inthe second quarter of 207. We believe the new search marketing »ytem, 
including the new ranking model which was launched in the United Stats in the fist quarter of 2007, will enable us 
tw provide a more relevant search experience to users, more valuable customer leads to advertiser, and additional 
‘opportunities to or distribution partners. By providing a platform for our users that brings together our search 
‘technology, content, and community while allowing for personalization and integration across devices, we seck 10 
‘become moe essential to, inerease our share of, and deepen the engagement of, our users with our products and 
services. We believe this deeper engagement of new and existing wsery and our new search marketing syst 
‘coupled with the growth ofthe Internet as an advertising medium will increase our revenues in 2007 


In the following Management's Discusion and Analysis, we discuss the following areas of our financial results: 
+ Results of Operations; 
+ Business Segment Results; 


+ Transactions; 
+ Liguiity and Capital Resources: 

+ Critical Accounting Policies, Judgments and Estimates: nd 
+ Recent Accounting Pronouncements 


Results of Operations 


‘The following able sets forth selected information on our results of operations asa percentage of revenues or the 
periods indicated: 


Revenues 
Cost of revenues 
Gross profit, 
Operating expenses: 
Sales and magketing. 
Product development 
Genera and administrative 
Amontization of intangibles 
‘Total operating expense, 
Income from operations 
‘Other income, net us . 
Income fr income ts, camigs met nes, and minty 
interests 
Provision for income taxes . 
Earings inequity stcrets 4 ae 2 
Minty interest in operations of cosoidted sbidaris 0 0 8 
Net income . 23% 366 120 


‘Revenues, Revenues by groups of similar services were a follows (dollars in thousands) 
eos tnd Desmibe 3 
ees es 
53127229 87% S4593972 87% $5.627207 BN 
497.288 13% _ 663606 13% _70NAT2 12H 48% 208 


SBSTASI7 100% $5,257,668 100% 36425679 100% 47% — 22% 


© cnt of wl even 


‘Marketing Services Revenue, Marketing services revenue forthe year ended December 31, 2006 increased ty 
‘approximately S1,033 milion, of 22 percent as compared tothe prior year. Our marketing services revene in 2006 
‘was impacted by declining revenues fom our relationship with Microsoft Corporation ("Microsoft"), which 
‘completed the transition of its United States search business i-house daring 2006, Marketing services revene for 
the year ended December 31,2005 increase by approximately $1,467 million, or 47 percent, as compared 2008, 
“The year over year growth in marketing services revenue in 2008, despite the impact of Microsoft's transition, and 
Jn 2005 can be utributed toa combination of factors that have driven increase marketing service revenue acts the 
‘Yahoo! Properties both domestically and internationally. These incladed an increase in our user base and activity 
levels onthe Yahoo! Properties, which resulted ina higher volame of search queries, page views and click-through, 


‘On the Yahoo! Properties, our numberof unique users worldwide as of December 31. 2006 was approximately 
16 percent higher than the number of unique users as of December 31, 2005, which was 6 percent higher than 
December 31, 2004. Unique wsers refers to oer internal estimates ofthe numberof people who visited the Yao! 
Properties ina given month 
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During the year ended December 31, 2006, we refined ear method for compating changes inthe volume of page 
Views and searches and average revenue per page view and search to include only page views (which include 
‘scarches) om the Yahoo! Properties and searches performed on our afiiat network ste, and to exclude the impact 
‘of content match inks. Since the intedution of the conteat match offering in 2005, the growth i the numberof 
content mach links on our affiliate network sites has been significant but the related revenues have not been 
‘proportionate, resulting ina disproportionate impact on our volume and revenue yield measures as computed under 
‘our pre methoaology. 


Using this refined method, which we believe more accurately reflects trends in our volume and revenue yield 
‘measures, the combined number of page views and searches increased by approximately 21 percent in the year 
‘ended December 31, 2006, compared tothe prior year. The combined numberof page views and searches increased 
bby approximately 28 percent i the yea ended December 31,2008, compared to the same period in 2004 using Out 
‘refined method. The increases in the volume of pageviews and searches ca he atribued 1 an increased number of 
‘ers, a increased number of afiiats, and an expanded offering of properties which increased our inventory of 
‘age Views, The combined average revenue per page View and search increased by approximately one percent inthe 
year ended December 31, 2006, compared to the same period in 2008, Our combined revenue per page view an 
‘Search in 2006 benefited as we expanded our offerings on the Yahoo! Properties, intexlaced new inventory with 
dierent yields and beter monetized oor inventory, The combined average revenue per page view and search 
Increased by approximately 14 percent inthe year ended December 31,2008, compared to the same perio in 2004 
“This increase resulted primi frm sales mis changes from perio to period as we expanded our offerings onthe 
‘Yahoo! Properties and intreuced new inventory wit fering yids. 


We believe our growing number of users, advertisers and inventory both on and off our network, over the past 
couple a years has heen driving the increases 1 our marketing services revenues. We believe out expanding 
‘offerings. including our enhanced algorithmic search technology. contribute ¥ our growing number of users. AS 
‘ur user hase increases, we generate a higher number of page views, which we view as inventory, and process a 
‘higher numberof search queries which potentially result in ahigher number of impressions and paid clicks. We also 
‘believe that ou growing audience of users makes the Yahoo! Propetics more atractive to advertisers and increases 
their spending on marketing services. Further. we believe the grow in users onthe Yahoo! Properties and on the 
Invert overal reflects the increasing acceptance, importance and dependence of werson the Inmet, Asa result 
‘ofthe increasing onfine audience, we believe advertisers are shifting a greater percentage oftheir spending from 
‘waiionat media to the Inlernet to reach this growing audience 


Fees Revenue. oe the year ended Devember 31,2006, oes revenue increased approximately $135 million, or 
20 perent as compared wo the prior year. The year over year growth is asociated with an increase inthe numberof 
paving users for our fe-based services, which sambeced 16.3 million as of December 31, 2006, compared 10 
126 million as of December 31, 2005, an increase of 29 percent. The impact ofthis increase in our number of 
ying users was offset by a reduction in the average mouthly revenves per paying user. For the year ended 
December 31,2005, fees revenue increased approximately $216 million, of 48 percent as compared to 2004 of 
Which $46 million related to acquisitions. Approximately $147 million was associated with an increase inthe 
umber of paying uses for out fee-based services, which were 12.6 million as of December 81, 200 compared to 
‘8 milion as of December 31, 2004, an increase of 50 percent 


(Our increased base of paying wsers was due to user growth across most of our offerings, wit the largest growth 
‘generated from new Internet broadband subscribers. Our fee-based services include Intemet broadband services, 
‘sports, music, ames, personals. and premium mail offerings. aswell as our services for small businesses, Average 
monthly revenue per paying user decreased to approximately $3.50 forthe year ended December 31, 2006, 
‘compared 1o approximately $4.00 forthe same periods in 2008 and 2004. The decline in average monthly revenve 
‘er paying use reflects the continued growth of paying users in our services with lower fees. 


We currently expect marketing services revenue wo increase in absolute dlrs for 2007 compared to 2006 a6 we 
‘seek to increase wsers and traffic on our Yahoo! Properties by providing amore relevant search experience 10 users, 
‘providing more relevant and valuable customer leads to advertisers from our new search marketing system, by 
continuously improving our technologies to expand our offerings and by funher benefiting fromm expected growth 


= 


im the online advertising market. We also currently expect fes revenue to increase i absolute dollars for 2007 
‘compared 10 2006 as we expect to increase our numberof paying users in 2007. 

Cows und Expenses: Operating costs and expenses were 2 follows (dollars in thousands): 

ears tnd Deember 3. ‘shee nee 
= sa hanes Ce 
38% $2,096,201 40% 52675723 42E Sow 2B 
22 $1033947 20% $1.322259 208 3% 28 
MN $ 569527 IES HALT 13 SOR 6 
TES MIOTS G&S S2K79 HR 28H 55% 
SES 109.198 25 12878 2% 7% ae 


‘425 millon of sek cmpmstncepeme compe w 57 wll at $3 in forte years endl Deven, 308 ak 
210 petvely Suui-Naedcompematin cipal team mm ale apy ah eh mre ot 
ine rei the shed aad 

Fare ear end Deb 3, 206,208 a 208 femmes nel ami penn S11 iin $6 anand 
54 mom, wpe eng are tal pes) gana ces by 


‘Stock-hased compensation expense was allocated as follows (in thousands) 


ont of revenves so -see 3 s 6621 
Sales and marketing rot cee 9620 135,084 
Product development... 12010 144.807 
General and administrative ia cose O66 118418 

“Tal stock-bused compensation expense 32200 s224950 


‘See Note | —""The Company and Summary of Significant Accounting Policies” and Note 12—~ “Employee 
Benefits" inthe consolidated financial statements, as well as our Critical Accounting Policies, Judgments and 
Estimates, for additional information about stock-based compensation. 


Cou of Revenues. Cost of revenues consists of trafic acquisition costs and other expenses associated with the 
‘production and sage ofthe Yahoo! Properties, inchading amortization of acquired intellectual property rights unt 
Aeveloped technology: 


‘Truffle Acquistion Costs (“TAC") "TAC consists of payments made to affiliates who have integrated our search 
andor display advertising offerings into their websites and payments made to companies that diect consumer and 
‘snes traffic the Yahoo! Properties. We enter into agreements of varying duration that involve TAC. There are 
_Eenerally three economic sructures ofthe affiliate agreements: fixed payments based on guaranteed minimum 
‘amount of tafe delivered, which often carry reciprocal performance guarantes from the afai; variable 
‘payments based on a percentage of our revenue or based on 3 certain metric, such as umber of searches or pad 
clicks; ora combination ofthe two, We expense TAC under two diferent methods. Apreements with fixed 
‘payments are expense atably over the term the fixed payment covers, and agreements hased on a percentage of 
‘evenue, number of pd introductions. number of searches. or other metrics are expensed based on the volume of 
‘the underlying activity or revenue multiplied by the agreed-upon price or rte 


Other Cost of Revenues. Other cost of revenues consists of fees paid wo thind partes for content, Intemet 
‘connection charges, daa center costs, server equipment depreciation, technology lense fees, amortization of 
‘suited intellectual property rights and developed technology, and compensation related expenses 
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‘$580 milion, oF 28 percent, 
compared to the prior year. The increase included $304 million of additional TAC, as well as increases of 
‘$75 milion in server equipment depreciation and maintenance cows, 85S milion in content costs, and $49 million 
Inamortization of developed technology and intellectual property rights acquired, Internet connection charges and 
data center costs also increased by $36 milion in 2006, compared 1 2005. 


"The year over year increase in TAC of 19 perccat in 2006 was primarily driven by our 22 percent growth in 
marketing services revenue, higher average TAC rates and a product mix change toward revenue steam that have 
associated TAC, The year over year increase jn TAC in 2006 was also impacted by reduced TAC relate to our 
‘elatonship with MirosoR, which completed the transition of ts United States Search busines in-house during the 
year. The increase in depreciation eypense and datacenter cost primarily resled fom our increased ivestment it 
information technology assets. The increas i content cons Was primarily from our expanded offerings some of 
‘which required content for new and enhance services on Yahoo! Properties including video, music, sports, and 
‘games. The increase inthe amortization of developed techoology and intellectual propery rights acquired resulted 
from our continued investments in, and acquisitions of, businesses and technology, Increased Intemet connection 
‘charges and data center cons supported our growing audience of wsers, traffic, and new offerings on Yaloo! 
Properties. 


‘Cost of revenues for the year ended December 31,2005 increased approximately $784 million, oF 6 percent, as 
compare 0 2004. The increase included $587 million of additional TAC, as well as increases of $64 milan in 
‘content costs, $39 million in deprecation expense, $27 milion in Internet connection charges and datacenter costs, 
‘nd $20 million ia amortization of developed techoology and intellectual property rights acquired 


Cost of revenues in 2006, 2005, and 2004 were 42 percent, 40 percent and 38 percent of revenues, respectively. The 
_year ver year increases flected the adtonal TAC described above as well as additional eypennes associated With 
‘ur continued acquisition of new techsology and server equipment wo suppor our expanded offerings and increased 
‘rafic on the Yahoo! Properties. 


‘We curently believe that cont of revenues will continue to increase in abwote dollars in 2007 compared to 2006, 
‘TAC is expected to increase as our marketing services revenve increases and as TAC rates increase in the 
competitive search market. Additionally. we expect 10 continue 10 increase our global audience of wsers and 
‘offerings which drive network usage and in turn higher Internet connection charges and data center costs. Further, 
we expect higher costs related tothe inteduction of additional cootent for new and enhanced services. 


Sales and Marketing. Sales and marketing expenses consist primarily of advertising and other marketing related 
‘expenses, compensation related expenses (including stock-haced compensation expense), sales commissions and 
travel outs, 


‘Sales and marketing expenses for the year ended December 31, 2006, increased approximately $288 million, or 
2X percent as compared t the pri eae. The Year over year increase was largely de Wo iereases in compensation 
‘expenses. Compensation expense increased approximately $252 million inclading an addtional $146 million of 
‘tock-based compensation expense, compared othe prior year. The increase i stock-based compensation expense 
was due to our adoption of SFAS 123R. In addition to stock-hased compensation expense, the growth in 
‘compensation expense Yea also attributable to an increase i our sales and marketing headcount 3s we expanded 
‘ur presence in certain feritories to support our growing advertiser base. Year over year spending on marketing 


0 


increased by $25 millon forthe year ended December 31, 2006, reflecting our cootinved investment in our product 
‘branding and development of our distribution channels 


Sales and marketing expenses for the year ended December 31, 2005, increased approximately $246 million, or 
31 percent, as compared othe prior year. Approximately $141 millon ofthe increase was relate to compensation 
expense a we increased our sales and marketing headcount to expand our presence in certain territories 
‘Additionally, year over year spending on marketing and distribution increased by $56 milion as we continued 
{to invest in product branding and further develop our distribution chancels. 


‘Sales and marketing expenses asa percentage of revenue in 2006 was 20 perceat (including 2 percent related 10 
‘ock-based compensation expense}, compared to 20 percent and 22 percent in 2005 and 2008, respectively, 


‘We currently believe that sles and marketing expenses will increase in absolute Jlrs in 2007 compared to 2006, 
4s we continue to grow and expand our reach Wo advertisers and wsers. 


Praduct Development. Product development expenses consist primaily of compensation related expenses 
‘including tock-hased compensation expense) incured for the development of, enhancements to and maintenance 
‘of the Yahoo! Properties, classification and organization of listings within Yahoo! Properties, research and 
evelopment, and Yahoo!'s technology platforms and infrastructure. Depreciation expense and other operating 
‘costs are also included in product development. 

Product development expenses for the year ended Decetber 31. 2006 increased $264 million oF 46 percent, as 
‘mare othe prior year. Product development compensation expense increased by approximately $248 millon 
‘compared t the pri year, of which $122 million was addtional stock-hased compensation expense duc 10 our 
‘adoption of SEAS 123R. In alton to steck-based compensation expense, the increased compensation expenses 
also reflect our continucd hiring of enginecring talent vo further develop and enhance new and existing offerings and 
‘services on the Yahoo! Properties. 


Proict development expenses for the year ended December 31, 205 increased approximately $189 million, or 
0 percent, as compared to the year ended December 31,2004. Approximately $131 milion related increased 
‘ompensation expense as we continued to hire enginers Wo funher develop and create new offerings an services 0 
the Yahoo! Properties. Additionally, approximately $22 milion of the increase related to higher depreciation 
‘expense arising from ou addtional investments in property and equipment wo support further product development, 
‘and $23 millon related to the increase in supplies and equipment related expenses required 10 support Our prOwing 
headcount 


Product development expenses a a percentage of revenue in 2006 was 13 percent including 2 percent related 10 
‘tock-based compensation expense), compared to 11 percent ia both 200 ann 2004, 


‘We currently beieve that pret development expenses wil increase in abolute dollar in 2007 compared 0 2006, 
as we believe that continued investments im pret development are required to remain competitive, 


General and Administrative. General and administrative expenses consist primarily of compensation related 
‘expenses (including slock-hased compensation expense) and fees for profesional services 

‘General and administrative expense forthe year ended December 31, 2006 increased $188 million, oF SS percent as 
compared w the pre year. The increase was primarily due to an additional $97 million of stock-based 
Compensation expense as a result ofthe adoption of SEAS 123K. Additionaly, fees for professional services 
inreayed $32 million and facilites expense increased $25 milion fr the year ended Decemiber 31,2006, compared 
1 the prior year 

General and administrative expenses forthe year ended December 31, 2005 increased approximately $68 million, 
‘025 percent, as compared othe year ended December 31,2004. The increase was primal due toa $48 million 
increase in professional services and compensation related expenses, which elated to the expansion of our team to 
‘support growing compliance and infasiractre needs. 

General and administrative expense asa percentage of revenve was 8 percent (including 2 percent relate to stoch- 
‘based compensation expense} in 2006, compared to 6 percent in 2005 and 7 percent in 2004 
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‘We curently believe that general and administrative expenses in absolute dollars wil increase in 2007 compared to 
2006, as We continue o invest in our infrastructure to support our continued business expansion, 
Amortization of Intangibles, We have purchased, and expect Yo contin purchasing, assets or businesses, which 
‘may include the purchase of intangible asets. Amortization of acquired iatlletual property rights and developed 
technology i included inthe cost of revenues and notin amortization of tangles. Amortization of intangibles 
‘was approximately $125 million, or 2 percent of revenues forthe year ended December 31, 2006, compared 10 
‘$109 million or 2 percent of revenues for 200S and $102 milion or 3 percent of revenues for 2004. The year over 
{year increases in amortization of intangibles reflected our continued acquisition activity resulting in increased. 
Amontizable intangible assets, which were panially offset by declining amortization expenses duc 10 intangible 
assets that became fully amortized during the year. As of December 31, 2006, we had net intangible asets of 
‘$406 million on our consolidated haan sheet 


Other Income, Net. Other income. net was 26 follows (in thousands 
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‘Other income, net decreased in the year ended December 31, 2006, compared to 2005 primarily du wo investment 
{gins of $987 million from sales of non-sratesic marketable equity securities recorded in 2005 offset by an 
Inmpatment los of $28 milion onan availahe-fr-sae investment in 2008, with no transactions of comparable size 
in 20016, Additionally. our recomded non-cash gain arising from the reduction i our ownership in Alibaba from 
approximately 46 percent w 44 percent, which was treated as an incremeoal sae of additional equity inert it 
‘Yahoo! China, was 515 million in 20, compared toa non-cash gain of $338 million record from the dvestue of 
‘Yahoo! China in connection wih the Alhabs transaction in the prior year 


Inthe year ended December 1, 2006 there was an increase in interest and investment income ove he prior perio. 
as higher average inerest rates more than offset the lower average invested lances. The average interest rae was 
approximately 39| percent in 2006, compared to 2.9 percent in 2008 and 2.1 percent in 2004. One income, net may 
‘actuate in ftute periods due Yo realized pains and losses on ivestnents impairment of investments, changes i 
‘our average investment lances, and changes in intrest and foreign exchange rates, 

“Income Taxes. The provision for income taxes forthe year ended December 31, 2006 differs from the amount 
‘computed by applying the federal atutory income tx rate de to ate tates and foreign income taxed at different 
‘aes and non-deductible stovk-hased compensation expense. The provisions for income tases forthe year ended 
December 31, 2008 and 2004 differ from the amounts computed by applying the federal stauiory income tax rae 
‘due to state taces ana foreign losses for which no tax benefit was provided. Additionally, in 2005, the provision for 
Income taxes reflects a tax benefit related to subsidiary restructuring transaction. In 2004, the provision for 
Income tes reflects utilization of previously unbenefited capital losses. 
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‘The following table summarizes the differences between our provision for income tates and the amount computed 
by applying the federal statutory income tax rate 1 income before income taxes (dollar in thousands) 
‘ears ned December 3." 
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‘Our effective tax rate for the year ended December 31, 2006 was 42 percent, compared 10 30 percent in the prior 
year, The higher effective tx ate in 2006 was mainly attributable wo the impact of global reorganization intended 
{w sireamine our operational structure and the now-deductible portion of stock-based compensation expense 
‘resulting from the adoption of SFAS 123R. These impacts were offct by a reduction in defered tx laitities 
{otaling $17 million that we recorded to correct amounts accrued in yeas prior to 2004. Our effective tax at forthe 
ear ended December 31,2005 was 30 percent compared to 37 percem in 2004. The decreased rate wax mainly 
‘tribute to the ta bene elated toa subsidiary estractring transaction. In 2008, as part of our ongoing efforts 
‘to treamline our operational structure, we completed a taxable liquidation of subsidiary we acquired several yearn 
‘go, This transaction gave rise wa capital loss for tax purposes, which offset a substantial portion of he gains fom 
‘ales of equity investments during the year. The resulting tax benefit recorded in 2005 was approximately 
‘$248 milion, 

Based on curent estimates, we expect our effective tax rate will increase in 2007 compared 40 2008, 


Earnings in Equity interests. Earnings im exuity interests was approximately $112 milion forthe year ended 
December 31,2006, which consisted of out share of the net income or los of our equity investments in Yabo! 
Japan and Alibaba. During the first quater of 2006, we stared recoaling. one quate in areas, our share ofthe 
‘results of Alibaba andthe related amortization expense of the acquired intanpble asets. Eamings in equity 
Ierests forthe years ended December 31, 2008 and 2008 were $128 million and $9 milion, respectively, a8 & 
‘result of our investment in Yahoo! Japan. See Note 4—"Investments in Equity Interests” in the consolidated 
Financial statements for additional information. 


Minority Interests in Operations of Consolidated Subsidiaries. Minority interests in operations of conslidated 
‘subsidiaries represents the minority holder’ percentage share of income or losses rom the subsidiaries in which We 
hold majority, but less than 100 percent, ownership interest and consolidate the subsidiaries’ results in our 
Financial statements. Minority interests in operations of consolidated subsidiaries was approximately $1 million in 
2004, compared to $8 milion in 205 and $2 milion in 2004. Minority interests recorded in 2006 were related to 
‘ur strategic partnership with Seven Network Limited ("Yahoo! 7"). Minority interest recorded in 2005 and 2004 
were related to our joint ventures in France. Germany andthe United Kingdom (collectively “Yahoo! Europe") and 
‘Yahoo! Korea. In 2005, we purchase the remaining outstanding shares of Yahoo! Europe and Yahoo! Korea from 
‘ur partner in these ventures, and accordingly, these entities became our wholly owned subsidiaries. See Note 3— 
“Acquisitions” in the consolidated financial statements fr ational information 


Business Segment Results 


‘We manage our business geographically. Our primary areas of measurement and decision-making are the United 
‘States and Tmernational. Management relies onan internal management reporting process that provides revenue 
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and segment operating income before deprecation, amatizaton and stock-tased compensation expense for 


mmortization and stock-based compensation expense i an appropriate measure for evaluating the operstional 
performance of our segments. However. this measure should be considered in addition to, not asa substitute or oF 
‘superior (0, income from operations or other measures of financial performance prspared in accordance with 
sReneally accepted accounting principles inthe United States "GAAP, 


‘Summarized information by segment was 25 follows (dollars in thousands): 
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Revenue is attributed to individual countries acconting 10 the international online property that generated the 
revenue. No single foreign country accounted for more than 10 percent of revenues i 2006, 2008, oF 2004, 


United States. United States evenves fr the year ended December 31.2006 increased approximately S698 ile 
lion, oF 19 percent, as compared to the prior yer. United States revenves for the year ended December 31, 2008 
Increased approximately $1,014 million, of 38 percent, s compared o 2004, The year over year increases i 2006 
and 2005 were a result of growth in advertising across the Yahoo! Properties, as well a growth from our fee-based 
‘services. Apprusimately £2 percent ofthe 2006 increase $570 million, came from marketing services revenue, 
Approximately 82 percent of the 200S increase or $427 million, came from marketing services revenue. The 
“adsctising gnowth can be atibuted to our expanding audicnce of wer aid increased inventory of eX age views 
‘which has attracted more advertisers and edt increases in our marketing services revenue. The growth in ur fee- 
‘hase services is eto the increase in our paying users for both existing and new offerings. 


“International. International revenues for the year ended December 31, 2006 increased approximately $470 mil- 
lion, or 30 percent, as compare to the prior year. International revemes for the year ended December 31, 2005 
increased approximately $669 million, or 73 percent, as compared 10 2008, More than 9S percent Of the 
imerational revenue increases in 2006 and 2005 came from matketing services revenue. The year over Year 
growth in intemational marketing services revenue can be atribued 10 our increased penetration into existing 
markets, coupled with coatinued growth of the plobal online advertising marketplace and our affiliate network. 
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International revenues accounted for approximately 32 percent of total revenues during 2006 as compared to 
30 percent during 2005 and 26 percent during 2004. The strong performance of our international operations has 
increased our exposure 1 foreign curtency Moctutions. Revenues and related expenses generated from our 
iternational subsidiaries are generally denominated in the currencies of the local countries. Primary currencies 
include Euros, British Pounds Japanese Yea, Korean Won, and Australian Dollars. The statements of income of our 
Imernational operations are translated into United States dollars atthe average exchange rates in cach appliable 
perio. Tothe extent the Unite States dolar strengthen against foreign currencies, te translation of these foreign 
‘currency denominated transactions results in reduced revenues, operating expenses and net income for our 
International segment. Similarly, our revenues, operating expenses and net income wil increase for our Iner~ 
‘ational segment if the United States dollar weakens agains foreign currencies. The application of our 2005 
average foreign currency exchange rates to our inferational revenues and segment operating income before 
‘depreciation, amortization and stock-based compensation expense in 2006 would have had an immaterial impact om 
‘ur reported results. Using the average foreign currency exchange rates inthe year ended December 31, 2004, our 
Imerationa revenues for 2005 would have been lower than we reported by approximately $42 million and our 
international segment operating income before depreciation, amortization and stock-based compensation expense 
‘would have been lower than we reported by $8 milion. 


‘Transactions 
‘Significant acquisitions and strategic investments completed in the last three years ince the following: 


+ Junuary 2004 —¥721, 4 Mong Kong-based software development company focused on keyword search teh- 
nology fora total purchase price of $95 million. In October 2005, we subsequently divested 3721 as par of 
‘Yahoo! China which was partial consideration for our investment in Alibaba: 


+ April 204 — Kelkoo, a European online comparison shopping service for total purchase price of $871 million; 


+ October 2004 — Musicmatch,» provider of personalized music software and services for atta purchase price 
‘of $158 million: 


+ Febrwary 2005 — Nentvoh. a software development company fora purchase price of SX millon and issuance of 
resrited stock valued at $38 milion: 


+ October 2005 — Strategic investment of approximately 46 percent (40 percent om a fully diluted bass) in the 
‘outstanding common stock of Alibaba, an e-commerce company based in China in exchange for $1.0 billion in 
‘aah and the contribution of Yahoo! China: 


+ November 2005 — Purchase ofthe remaining outstanding shares of Yahoo! Europe and Yaboot Korea fra total 
Purchase price of $501 million: 


+ January 2006 — Strategic partnership with Seven Network Limited, an Ausralian media company, 10 
form Yahoo! 7 wo which we contributed our Australian Inlet business Yahoo! Australia and New Zealand 
(Yahoo! Auseaia"), and Seven contributed is online asses, television and magazine coment and cash of 
$7 million: 


+ June 2006 — Investment of approximately 10 percent interest in Gmarket Ine. a retail e-commerce provide in 
‘South Korea, for a tral purchase price of $61 million; and 


+ October 2006 — Investment of approximately 20 percent interest in Right Media Inc. an online advertising 
‘exchange. 


‘See Note 3—"Acquisitions” and Note 4—“Investments in Equity Interests” in the consolidated financial 
Salements for adltional information relating to these and ether acquisitions. 


‘We expect to continue o evaluate posible acquisitions of, or strategic investments in, businesses, products, and 
technologies that are complementary to our busines, which may requie the use of cash 
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Liquidity and Capital Resources 
As of and foreach of the thee years ended December 31, 2006 (dollars in thousands): 
ee _ ss __tans _ 


(Cash and cash equivalents... 7 _ $8273 $142,003 $1,500,871 
‘Marketable debt securities - 2918539 2570185 _1 967.414 
“Total cas, cash equivalents, and marketable debt 
scutes pple _ $3742202 Shoppes $3.537.285 
Percentage of total assets... 4% a8 31% 
tens __ tt 
[Net cash provided by operating activities - S1owws2t SL7NAK $.1.371576 
[Net cash used in investing activites S(1.292849)$ (821.930) $ (198,681) 
[Net cash provided by (used in) financing activites... $80,967 $ (250,600) (1,094,624) 


‘Our operating activites for cach year in the thee years ended December 31.2006 have generated adequate cash 10 
meet our operating needs, As of December 31.2006, we had cash cash equivalents and marketable debt securities 
{otaling $3.5 billion, compared w $4.0 billion as of December 31,2005. During the year ended December 31,206, 
‘we invested $20 bition in diet and structured stock repurchases, $689 million in net capita expenditures, 
icluding $112 million for purchase of land in Santa Clara, California, anda nt $142 milion in acquisitions, The 
‘ash used for these investments was offic by $1.4 illon cash generated from operating activities, $31¥ million 
from the isuance of common stock asa result ofthe exercise of employee stock options, and $597 million of excess 
‘as benefits from tock-based awards (which was reported as a rection of cashflows from operating activities and 
‘an increase 10 cashflows from financing activities) 


‘Asof December 1, 2006, approximately $0.7 billion of earnings held by our foreign subsidiaries and a corporate 
joint venture are designated as indefinitely invested outside the United States. If these funds were required for our 
‘operations in the United States, we would be required to accrue and pay adklitional taxes repatriae these funds, 
Currently, we do not anicpate nee to repatriate these funds 1 our United States operations. 


We invest excess cash predominantly in marketable debt securities that ae liquid of high-quality investment grade, 
and the majority of which have effective maturities offs than two yeas. We also invest ces ash to support our 
_goving infastractoe needs and expand our operations. as consideration for acquisition and strategic investments, 
{wrepurchase shares of our stock and in other transactions. Asof December 31,2006, certain of our marketable debt 
‘securities had fair vale below cost due tothe changes in mat rates of interest and yields on these securities. We 
‘evaluate these investments periodically for posible oter-than-temporary impairment and review factors such as 
‘the length of time and extent o which fae valu has heen Below cost bass the Financial condition of the issuer and 
‘ur ability and intent te hold the investment fora perio of ine which may he sufficient for an anticipated recovery 
Immarket value. We have the intent and ability to hold these securities fora reasonable period of time sufficient fora 
forecasted recovery of fair value up to (or beyond) the intial cost ofthe investment and expect to realize the full 
‘value ofall ofthese investments upon maturity or sale 


‘We expect ocomtinve to generate positive cash flow from operations in 2007. Management believes existing eh, 
‘cash equivalents and investments in marketable debt securities, together with any cash generated from operations 
‘willbe sufcient t9 mest normal operating requirements including capital expenditures forthe next 12 months. 
However, we may sll aditional euity or deb secuntes o obtain ered facilities to further enhance ou iguiity 
‘position, and the sale of additional equity securities could result in dilution to our stockholders. 


Cash flow changes: 

Cash provided by operating activities is driven by our net income, adjsted for non-cash items, and non-operating 
‘ins and losses from sles of investments. Non-cash adjustments include depreciation, amortization of intangible 
‘assets, stock-based compensation expense, tax benefits fom stock-hased awards, deferred income taxes, and 
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‘carmings in equity interests. Cash provided by operating activites was greater than net income in 2006 mainly duc 
tothe net impact of non-cash adjustments o income. Incach of th thc years ended December 31,2006, 208. and 
2004, cash lows from operations were reduced by the increas in our accounts receivable balance, mainly reflecting 
increases in revenues. The days of sales outstanding metic increased over the three years ended December 31, 
2006. Additionally, inthe years ended Desember 31,2006, 2005, and 2004, there were significant increases in 
accrued expenses and other liabilities that positively impacted cashflow from operations. These increases were 
‘mainly dve to higher accrual balances for TAC payments to affiliates arising from increased revenue, 


Cash used in investing activities is pamaniy attnbutable to capital expenditures, purchases and sales of marketable 
debt and equity securities, as well as acquisitions including our strategic investments. Our capital expenditures 
{otaled $689 million, $409 million, and $246 milion in 2006, 2008, and 2004, respectively. Our capital 
‘expenditures have been primarily wed for purchases and intemal development of information technology assets 
‘and real esate to support our expanding offerings, our increased numberof users and our intemationa growth, Out 
‘capital expenditures in 2006 included $112 million for purchase of land in Santa Clara, California. We invested a 
et of S12 million in acquisitions, including strategic investmems, in 2006, compared to S1,698 milion and 
‘$762 million in 2005 and 2004, respectively. Acquisitions and investments in 2006 included cash olay for our 
Investments in Yahoo! 7, Gmarket Inc. and Right Media Inc. Our acquisitions in 2005 included net cash 
consideration of approximately $10 billion for eur investment in Alibaba, $05 billion for the purchase of the 
‘outstanding interests in ou Joint ventures in Europe and Korea and $$4 million forthe Verdot acquisition. The 
‘acquisitions of 3721, Kelkoo, and Musicmaich were the main cash outlays for acquisitions in 2004, Our cash 
‘proceeds from the net sales ad maturities of marketable debt securities were $623 milion in 2006, compared 10 
‘ash proceeds of $318 million in 200S ana et purchases of $807 milion ia 2004, Additionally. we generated cash 
in the amounts of $1,006 million and $503 million in 2008 and 2004, respectively, from the sale of nonstate 
‘marketable equity securities for which there was wo comparable activity in 2006, 


‘Cash provided by (used in) financing activities is driven by our financing activities relating Yo employee option 
‘exercies and stock repurchases. Our cash proceeds fom employee option exercises were S318 milion in 204, 
‘compared 0 $747 million and $651 million in 2005 and 2008, respectively, The decease in 2006 compared 0 2005 
was primarily «result of a reduced numberof employees exercising options in 2006, The increase in 2005 was 
‘result of the increase in our employee numbers and an increase i the weighted average exercise prices of our 
‘options when compared to 2004, 


During 2006, we used $1. bill in the direct purchase of 61S million shares of oar common sock at an average 
‘rie of $28.98 per share, Daring 2008, we used S3K8 milion i the direct repurchase of 11,7 million shares of out 
‘common sock at an average price of $33.20 per share. ‘There were no comparable transactions in 2004, 


12006, we entered into structed sock repurchase transactions. which settle in cash oF stock depending on the 
market price of eur common stock on the date of maturity. resulting in a total cash outlay of $05 billion. ‘This 
‘0.5 billion cash outlay was offset by cash receipts of $272 million from the settlement of a structured sock 
‘repurchase transactions entered int in 2005, fra et cash wage of $228 million for these transactions in 2006, In 
2005, we entered into structured sock repurchase transactions resulting in a total cash outlay of 1.4 billion. This 
‘1.4 billion cash outlay was fst by cash eospts of $0.8 billion from the seitlement of structured sock repurchase 
‘transactions in 205, fora net cash usage of $0.6 billion for these transactions in 2005, During 2004, we entered into 
‘structured stock repurchase transactions resltng ina total cash outlay of $150 million, which were offset by cash 
‘receipts of $80 million from the settlement of structured stock repurchase transactions, fora net cash usage of 
‘$70 rallion for these transactions in 2008 


‘Aaditonally in 2006, excess tax benefits from stock-hased award of $597 million was included asa source of cash 
Flows from financing activities. 


Upon adoption of SFAS 123R on January 1, 2006, we have incloded 3s part of our cashflows from financing 
sctivities, the henelit of ax deductions relate Wo stock-hased awards in excess ofthe gros tax enefits expected at 
‘the grant date ofthe related stock-based ara. This amount is shown as rection to cashflows from operating 
activities and an increase to cash flows from financing activities. Net cash flows remain unchanged from what 
would have been reported prior tothe adoption of SFAS 123R. 


a 


Financing 


In April 2003, we issued $750 million of zero coupon senior convertible notes (the "Notes" which are duc in April 
2008. These Notes are convertible into Yahoo! common sock at a coaversion price of $20.50 per share, subject 10 
‘ufjustment upon the occurence of certain events. Each $1,000 principal amount ofthe Notes willbe convertible 
‘ir to April 2008 the market price of our common stock reaches a specified theshold fra defined period of 
time or specified corporate transactions occur. Upon conversion, we have the right to deliver cash in few of 
‘common stock. As of December 31, 2006, the market pice condition fr converblity ofthe Notes was satisfied 
‘with respect to the fiscal quarter beginning January 1. 2007 and ending March 31, 2007. We may be required 10 
‘repurchase all of the Notes following a fundamental change of the Company, such asa change of contro, prior to 
maturity at face value. We may not redeem the Notes prior to their maturity. See Note 9 — “Long-Term Deby" in 
the comolidte financial statements foe adltional information. 


‘Stock repurchases 


In March 2005, following the completion ofthe $05 billion stock repurchase program that was authorized in 2001 
‘and extended in 2003, our Boant of Directors authorized the repurchase of up to $3.0 bilion of our outstanding 
‘hares of common stock over the next five yeas, dependent on market coaitions, share price and other factors, 
Under this program, during the year ended December 31, 2006, we repurchased 93.1 million shares of common 
‘stock at an average price of $29.44 per share incladng 31.6 million shares received upon the maturity of structured 
‘tock repurchase transactions nd substantially complete his program in October 2006, Total cash consideration 
for the stock repurchases in 2006 was $2. billion which consisted of $18 billion direct stock repurchases, 
‘01 illion asa rest of settlements of structured stock repurchase transactions originally entered ito in 200, and 
‘$0.5 illion asa result of setlements of structure stock repurchase transactions orginally entered into in 206, See 
Nate 11 —"Stockholders” Equity” i the consolidated financial statements for additional information, 


{In October 2006, our Board of Directors authorized a new stock repurchase program for us Wo repurchase Up 10 
‘$0 billion of xr outstanding shares of common stock from time 1 ime ove the next five years, depending <n 
‘market conditions share peice and other factors. We believe that aitional repurchases made under appropriate 
market conditions area print wse of cash curently available to ws in onder to enhance longterm stockholder 
‘value. Repurchases may take place in the open market or in privately oegotated transactions, including deivaive 
transactions, and may be made under a Rule 1065-1 plan. 

‘Subsequent December 31, 2006 we repurchased approximately 14 million share of oar common sock under the 
‘eurrent sock repurchase propram at an average prie of $29.97 per shae, fora total amount of $48 milion, 


Capita expensitures 
Capital expenditures have generally comprised purchases of computer hardware, software, server equipment, 
furniture and fstres. and ea estate, Capital expenditures, net were S689 million i 2006, incoding $112 million 
for a land purchase in Santa Clara California, compared to $409 milion in 2005. Our capital expenditures in 2007 
are expected to be consistent with 2006 levels as we coatinv wo investi the expansion ofthe Yahoo! Properties and 
‘our offerings, ‘This level of expenditure, together with the increase in operating Tease commitments, is consistent 
With our increased headcount and operational expansion, and we anticipate that his will continue in te future as 
‘usiness conltions merit. 


Contractual obligations and commitments 


‘The following table presents certain payments due under contractual obligations with minimum fim commitments 
as of December 31,2006 (in millions): 


Aliliate commitments” 
[Non-cancelable obligations"... 


‘Total contractual obligations 
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In the ontnary course of business, we may provide indemnification: of varying scope and terms to customers, 
‘vendors, lessor, business partners and other partis with respect to certain matters, inching bat Hot limited to, 
losses arising out of our reach of agreements services wo be provided by us, ot frm intellectual property 
infringement claims made by third parties. In addition, we have entered into isemnficaton agreements with our 
dicetors and certain of our officers that wil reyuie us, among oer things Wo indemnify them against certain 
liabilities that may arise by reason of their status or service ay directors or offices. We have also agreed 10 
indemnify certain former offices, decors and employees of acquired companies in connection with the 
‘aquisition of such companies. We maintain director and officer insurance, which may cover certain liabilities 
farsi from our obligation to indemnify our directors and officers. Its not possible to determine the maximamt 
‘potential ons under these indemnification agreements duc to the fimited history of prior indemnification claims and 
‘the uique facts and circumstances involved in each particular agreement. Such indemnification apremens may 
‘not be subject to maximum loss clauses. Historically we have not incurred material coss asa rel of obligations 
‘under these apseements and we have not acerve any Habilities related o such indemnification obligations in out 
‘consolidated financial statements. 


1 2006, we reversed an ear-owt accrual ete toa prior acquisition, which resulted in $10 milion reduction 19 
‘operating expenses inthe consolidate statements of income. 

As of December 31, 2006, we dd not have any relationships with unconsolidated entities or financial partnerships, 
‘such asemttes often refered toa structured finance or special purpose entities, which would have been established 
forthe purpose of faiitatingoll-halance sheet arrangements other cntractally nant oF ied pueposss. AS 
such, We are not exposed 1 any financing. liquidity. market or credit isk that could arise if we had engaged in such 
‘elatonships. 

In February 2007, we committed to invest upto $200 million through July 2008 to acquire rights 10 intellectual 
‘property. License payments associated with the acquire rights wil be amortized over the useful life ofthe related 
Imtllectual propery 


” 


Critical Accounting Policies, Judgments and Estimates 


(Our discussion and analysis of our financial condition and results of operations i based upon our consolidated 
Financial statements which have been prepared in accordance with GAAP. The preparation of these consolidated 
Financial statements requites us to make estimates, jadgments and assumptions that affect the reported amounts of 
assets, lailties, revenues and expenses and the related disclosure of contingent assets and abilities. We base out 
estimates on histrial experience and on various other assumptions that we believe are reasonable under the 
circumstances, the results of which form the bass for making judgments about the carying values of asets and 
Tiabies that are nt readily apparent from other sources. Actual results may differ from these estimates. 


‘An accounting policy is considered to be citical if it requires an accounting estimate to be made based on 
‘assumptions about mates that are highly uncertain atthe time the estimate is made, and if iferet estimates that 
reasonably could have been used. or changes inthe accountng estimate that are reasonably ikely to occur, could 
materially impact the consolidated financial statements. We believe that the following critical aecounting policies 
reflect the more sigificam estimates and assumptions used in the preparation of the consolidated financial 


‘Revenue Recognition. Our revenues ate generate from marketing services and fees. Marketing services revenie 
is generated from several offerings inchaling: the display of textual ich media advertisements display of text 
‘hae links 1 the advertiser's websites, listing based services, and commerce hase transactions, ees revenie 
includes revenue from variety of consumer and business fee-based services. While the majority of our revenue 
‘transactions contain standard business terms and contin, thete are certain transactions that contain aon-sana 
‘bosiness terns and conditions. In adition, we may enter into cenain sales transactions that involve moliple 
clement arrangements arrangements wih more than one deliverable) We also ener into arrangements purchase 
‘goods and/or services from certain customers. Ava result sigaificant contract ntrpretation is sometimes eyuired 
to determine the appropriate accounting fr these transactions including: (1) whether an arangement exist: (2) how 
the arrangement consideration should be allocated among potential multiple elements: (3) when Wo recognize 
revenue on the deliverables: (4) whether all elements of the arrangement have been delivered; (8) whether the 
“arrangements should be reported grossa a principal versus net as an agent; and (6) whether We receive a separately 
Iemtifiable benefit from purchase arrangements with our customers for which we can reasonably estimate {sir 
‘alue, Inaction, our revenve recognition policy requires an assesment as to whether collection is reasonably 
assured, which inherently requires ust evaluate te etedtworthinews of ou customers, Changes in judgments on 
‘these assumptions and estimates coukt materially impact the ming or amount of revenve recognition 


Deferred Income Tax Aset Valuation Allowance, We record a valuation allowance to reduce our deferred income 
‘tax assets the artount that is more likely than no be wealized. In evaluating ou ability to recover our defered 
Income tax assets we consider all available postive and negative evidence. including oar operating resus, ongoing 
‘tax planning and forecasts of future taxable income oo a jurisdiction by jurisdiction basi. lathe event we were 10 
determin that we would be able realize our deferred income tax asset nthe future in excessc thet net recorded 
‘mount, we would make an adjustment wo the valuation allowance which woul reduce the provision for income 
taxes. The valuation allowance decreased by S14 billion during the year ended December 81, 2006, The decrease 
Included a $236 milion release to ational paid-in capital and a $95 milion release to goodwill. The remaining 
Aecrease in the valuation allowance of $1 illo relates to defered income ta assets pertaining 0 el operating 
Fond tax credit carryforwards resulting from the exereise of employee tock options in pri years a represents 
ax benefits in excess of stock-hased compensation expense as determined under APB 2S. See Note 10— "Income 
“Taxes” in the consolidated financial statements for additional information, 


Govsdvil and Other Inangible Assets. Gown i tested for impairment atthe reporting unit level (operating 
‘segment oF one level below an operating sezment) on an annual basis and between annual tests in certain 
circumstances. Application ofthe goodwill impairment test requires judgment including the identification of 
‘reporting unit, assigning assets and babilities to reporting units. assigning goodwill 0 reporting units, and 
determining the fai value of each reporting unit. Significant jodgments required to estimate the fair valve of 
‘eporting units include estimating future cash lows, and determining appeopiate discount rats, growth rates and 
‘other assumptions. Changes in these estimates and assumptions could materially affect the determination of fair 
‘alue for each reporting unit which could tiger impairment. Sce Note S— Goodwill” in the consolidated 
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Financial statements for addtional information, Based on our 2006 impairment test there would have Whe a 
‘igificam unfavorable change to our assumptions used in such calculations for an impairment to exist 


‘We amortize other intangible assets over their estimated wseful ives. We record an impairment charge on these 
assets when we determine that thei carrying value may not be recoverable. The carrying value isnot recoverable if 
ivexceeds the undiscounted future cash lows resulting from the use of the asset and its eventual disposition. When 
there is existence of one or more indicators of impairment, we measure any impairment of intangible assets based on 
projected discounted cash flow method using a discount rate determined by our management o be commensurate 
‘with the risk inherent in ur business mode. Our estimates of future cash flows attributable 1o ou other intangible 
assets requie significant judgment based on ou historical and anticipated results and are subject wo many factors, 
Different assumptions and jadgments could materially affect the calculation of the fir value of our other intangible 
assets which could trigger impairment. 


Investments in Equity Interests. We account for investments i entities in which we can exercise significant 
influence but do not own a majority equity interes or otherwise control sing the equity methad, In accounting for 
these investments we recon our proportionate share of these entities’ net income or loss, one quate i areas, 


We review all of our investments in equity interests for impairment whenever events changes in business 
circumstances indicate thatthe earying amount of the investment may not be fully recoverable. The impairment 
‘eview requires significant judgment to identify events or circumstances that would likely have a significant adverse 
effect on the fair valu of the investment Investments idemified as having an indication of impairanent ae subject 
tw futher analysis to determine ifthe impairment i otber-than-tmporary and this analysis requires estimating the 
fair value ofthe investment. The determination ofthe fair valve ofthe investment involves considering factory such 
asthe following: the tock prices. of public companies in which we have an equity investment current economic und 
market conditions, the operating peeformunce ofthe companies inclading current carmings trends and undiscounted 
‘ash lows, quoted stock prices of comparable public companies. and ether company specific information including 
‘recent financing rounds. The fair valve determination, particularly for investments in privately-held companies, 
‘requires significant judgment to determine appropriate estimates and assumptions. Changes in these estimates and 
assumptions could affect the calculation of the fair value of the investments and the determination of whether any 
emit impairment is therthae-temporary, 


‘Stock:Hased Compensation Expense. Effective January 1, 2006 we adopted SPAS 123R using the modified 
‘prospective merhea! and therefore have not restated prior perils’ results, Under the fair value recognition 
‘provisions of SEAS 123R, we recognize stock-based compensation net of an estimated forfeiture rate ad derefore 
‘only recognize compensation cost fr those shares expected 10 vest over the service period ofthe awa. Prior to 
'SFAS 1238 adoption, we accounted fr share-hased payments under APB 2S and accondingly generally recognized 
‘stock-based compensation expense related to restricted stock awards and stock options with intrinsic Value that We 
ceschanged in connection with acquisitions and accounted for forfeitures a they occured. 


Calculating stock-hased compensation expense requires the input of highly subjective assumptions, inclading the 
‘expected term of the stock-bused awards stock price volatility. and the pre-esting option forfeiture rate. We 
‘estimate the expected life of options granted based om historical exercise pattems, which we believe are repre- 
sentative of future behavior. We estimate the volatility of our common stock on the date of grant based on the 
implied volatility of publicly traded options on our common stock, with aterm of one year or greater. We believe 
‘hat implied volatiity calculated based of actively traded options on our common stock isa better indicator of 
‘expected volatility and future stock peice trends than historical volatility. Therefore expected volatility Fr the year 
‘ended December 31, 2006 was based on a market-based implied volatility. The assumptions use in calculating the 
fair value of stoek-hased awards represent our hes estimates, but these estimates involve inherent uncertainties and 
‘thepplication of management judgment. Asa revult if factor change and we us different asumptions tr tock- 
‘nase compensation expense could be materially diffrent nthe future. In addition, we are required to etimate the 
‘expected forfeiture rate and only recognize expense fr those shares expected fo vest. We estimate the forfeiture 
‘alc hased on historical egperience of our svek-hased awards that are granted, exercised and canceled. 1 ou etal 
forfeiture ate is materially differen fom our estimate, the stock-based compensation expense could be signif- 
ieanily different from what we have recorded inthe current period, See Note 12— "Employee Benefits” inthe 
consolidated financial Natements for additional information. 
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‘Recent Accounting Pronowncements. In June 2006, the Financial Accounting Standards Board ("FASB") issued. 
FASB Interpretation No.4, “Accounting for Uncertainty in income Taxes —an Interpretation of FASB Statement 
No. 109° ("FIN 48"), which clarifies the accounting for uncertainty in income tx positions. This Inerpetation 
‘requires that we recognize in our financial statements the impact of ax position if that postion is more likely than 
not of being sustained on audit, based on the technical merits ofthe postion, The provisions of FIN 48 are effective 
for uson January 1, 2007, with the cumulative effect ofthe change in accountng principle if any, recorded as an 
adjustment to opening retains earings. We are curently evaluating the impact of adopting FIN 4 and is impact 
‘0n ou financial postion, cash flows, and results of operations. 


In September 2006, the Securities and Exchange Commission SEC") released Staff Accounting Bulletin No. 10, 
“Considering the Eifecs of Prior Year Misstatements when Quantifying Mistatements in Current Year Financial 
Statements” ('SAB 108"). SAB 108 provides interpretive guidance onthe SEC's views on how the effets ofthe 
‘carryover or reversal of prior year misstatements should be considered in quamifying a cuteot year misstatement. 
We adopted SAB 108 during the fourth quarter of 206. The adoption did not hive a material impact on our 
Financial positon, cash flows or results of operations. 


In September 2006, the FASB issued SFAS No. 157, "Fair Value Measurements" (SEAS 157°), which clarifies the 
‘definition of fair value establishes guidelines for measuring far vale. and expands disclovures regarding fair value 
measurements. SFAS 157 does nt require any new fair value measurements and eliminates inconsistencies in 
‘guidance found in various prior accounting pronouncements. SFAS 157 will be effective for us on January 1, 2008, 
‘We are curently evalvating the impact of adopting SEAS 157 but do mot believe thatthe adoption of SEAS 157 will 
‘have any material impact on our financial postion, cash ows, or results of operations. 


In February 2007. the FASB issued SFAS No, 159, “The Fair Value Option for Financial Assets and Financial 
Liabilities” ('SFAS 159°) which permits emtities to choose to measure many Financial instruments and certain other 
ems at fie value that are ot curently required wo be measure at fir value. SFAS 159 willbe effective for uson 
January 1,208. We are curently evaluating the impact of adopting SAS 159 on our financial positon, cash lows, 
‘and results of operations 


Wem 7A, Quantitative and Qualitative Disclosures about Market Risk 


We are exposed to the impact of interest rate changes, foreign cureney Muctuations, and changes inthe market 
salies of our investments 


“Interest Rate Risk. Our exposure o market rate isk for changes in interes rates relates primarily to our investment 
‘portfolio, We invest excess cash in marketable deb instruments ofthe United States Government and its agencies, 
‘and in high-quality corporate issers and, by policy. limit the amount of credit exposure to any one sser. We 
‘protect and preserve invested funds by limiting default, market and reinvestment risk, 


Investments i both ied rate and floating rate fteret earning instruments carry adegrec of intrest rte risk, Fined 
‘ale securities may have thelr fair market value adversely impacted due toa rise in interest rates, while floating rate 
‘securities may price les income than expected if interest rates fall. Due in part to these factors, our future 
Investment income may fal sort of expectations dc to changes in interest ates or we may safer osses in principal 
It force to sell securities which have decline in market vale due to changes in interest rates. Asof December M1, 
2006 and 2005, we hal investments in short-term marketable debt securities of approximately S1,0 billion and 
‘ILI Billion, respectively. Such investments had a weighiad-average yield of approximately 4.3 percent and 
35 percent, respectively. As of December 31,2006 and 2008, we had investments in longterm marketable debt 
‘Sccurtes of approximately $09 billion and $1.4 bilion, respectively. Such investments had a weighted average 
Yield of approximately 4.6 percent and 38 percent respectively. A hypasetical 100 bass pot increase in interest 
‘ates would result in an approximate $16 milli and $26 million decrease (approximately 1 percent. respectively, 
in the fair valve of our availablesforsale debt secerites as of December 31,2006 and 2008, 


‘The fir market value ofthe zero coupon senior convertible notes (the “Notes” issued by Yahoo! and due in April 
2008 is subject to interest rate sk and market sk due tothe convertible feature ofthe Notes. Generally the fait 
‘market value of fied interest rate debe will increase a interest fates all nd docreaseas interest rates ise. The fair 
market value ofthe Notes will also increase as the matket price ofthe Yahoo! stock increases and decrease a the 
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market price falls. The interest and market value changes affect the fair market vale of the Notes but donot impact 
‘ur financial postion, cashflows or results of operations. As of December 31,2006 and 2005, the fair value ofthe 
Notes was approximately S10 billion and $1.4 billion, respectively, based on quoted imarket prices, 

Foreign Currency Risk. Intemational revendes accounted for approximately 32 percent of total revenes in 2006, 
‘compared 10 30 percent of total yeyemucs in 2005. International revenves in 2006 increased $470 milion, ot 
30 percent, compared tothe prior year. The growth in our international operations has increased our expose 
foreign cumency futuations. Revenues and related eapenses generated from our intemational subsidiaries are 
generally denominated in the functional currencies ofthe local countries. Primary cutencies include Euros, British 
Pounds, Japanese Yen, Korean Won and Australian Dollar. The statements of income of our international 
‘operations are translated into United States dollars atthe average exchange rates in each applicable period, To the 
‘extent the United States dalla strengthens against foreign curencies, the translation ofthese foreign currency 
‘denominated transactions results im reduced revenues, operating expenses and net income for our International 
‘segment, Similarly, our revenues, operating expenses and net income will increase for out International segment, iF 
‘the United States dollar weakens against foreign currencies. The application of our 2008 average foreign eurency 
‘change rates to our inerational revenues and segment operating income before deprecation, amowtization and 
‘tock-base compensation expense in 2006 would have had an immaterial impact on our reported results. Using the 
average foreign currency exchange rates from 2004, our inteational revenues for 2008 would have been lower 
‘than we reported by approximately $42 milion and gut international segment operating income before depre- 
ation, amortization and stock-hased compensation expense Would have been lower than we reported by $8 million, 


We are also exposed to foreign exchange rate luctuatons as we convert the financial statements of our foreign 
subsidiaries and ou investments in ety interests into United States dollars in consolidation, If there isa change i 
foreign currency exchange rates, the conversion of the foreiga subsidiaries” financial statements ino United States 
dollars will ead 0a translation gain o lows which is recorded as a component of accumulated other comprehensive 
Income which s prt of stockholder’ equity, In adition, we have certain assets and abilities that are denominated 
imeureneies oer than the relevant emttys functional currency. Changes inthe functional curency valve of these 
assets and abilities create Mutuatons that will lead toa transaction gain or loss. Inte year ended December 31, 
2006, we recorded net foreign currency transaction gains, realized and unrealized, of approximately $S million, net. 
losses of $8 million and net gains of $6 million in 2005 and 2004, respectively, which were recorded in ther 
income, net om the consolidated statements f income 


Invesiment Risk. The primary objective of our investment activites so preserve principal while at the same time 
maximizing yickls without significantly increasing risk. To achieve this objective, we maintain our portfolio of 
‘ash equivalents and current and long-term investments ina variety of securities nclding both government and 
corporate obligations and money market funds. As of December 31, 2006 and 2008, net unrealized losses on these 
Investments were not material. 


We are exposed to market risk as it relates to changes in the market value of our investments. We investi equity 
Instruments of public companies for business and strategic purposes and have clasified these securities a 
availablesorsal, These aailable-for-sale equity investments are subject to significant Mactuations i fir valve 
‘dict the volatility ofthe stock market and the indusries in which these companics participate. We have realized 
‘gins and tosses from the sale of investments as wel as impairment charges on some of our investments. In 2006, 
‘we recorded an impairment loss of $4 milion oe an available-foesale equity investment, compared to $28 million 
recone in 2008. Our investments in avalable-forsale equity securities were not material a of December 31,2006 
and 2005. Our objective in managing exposure to stock market fluctuations i wo minimize the impact of sock 
‘market deetnes wo earings and cash flows. Using hypothetical redaction of 10 percent inthe stock rice of these 
‘equity securities, the fair value of our equity investments would decrease by approximately $11 million and 
‘83 million as of December 31, 2006 and 2005, espectively 
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Report of Independent Registered Public Accounting Firm 
‘To the Board of Directors and Stockholders of Yahoo! Inc: 


We have completed integrated aulitsof Yahoo! Ins Consolidated Financial Statements and of ts itera contro! 
‘over financial reporting as of December 31, 2006. in accordance with the standards of the Public Company 
‘Accounting Oversight Board (United States). Our opinions, based on our audits, are presemed below. 


(Consolidated financial statements and financial statement schedule 


{mn our opinion, the consolidate financial statement listed in the accompanying index present ity, in all material 
‘re9pets the Financial position of Yahoo! le. and its subsidiaries as of December 31, 2008 and 2006, andthe results 
‘of their operations and ther cashflows foreach of the tse years inthe period ended December 31, 2006 in 
conformity with accounting principles generally accepted in the United States of America. In addition, in our 
‘pinion, the financial statement shel liste in the accompanying index presents fry, in all material expects, 
‘the information set forth therein when readin conjunction with the related consolidated financial Matemecnts, These 
Financial statements and financial statement schedule are the responsibilty of the Company's management. Ovr 
‘esponsibility is express an opinion on these Financial statements and financial statement schedule based on Out 
‘auts. We conducted! our audits of these statements in accordance with the standards of the Public Company 
‘Accounting Oversight Board (Uoited States), Those standards require that we plan and perform the audit obtain 
‘reasonable assurance about whether the financial statements are fee of material mistatemen. An audit of financial 
‘salements includes examining. ona test basis, evideace supporting the amounts and disclosures inthe financial 
‘atements, assesing the accounting principles used and significant extimates made by management and evaluating 
‘the overall Financial statement presentation. We believe that oar audits provide a reasonable hasis fr our pinion 


Asdiscussedin Note | tothe consolidated financial statements effective January 1, 2006, the Company changed its 
methed of accounting for sicksbased compensation in accordance with Statement of Financial Accounting 
‘Standards No, 123 revised 2004), “Share-tased Payment” 


Interna 
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Also, in our opinion, management's assessment, iachaded in Management's Report on Internal Control over 
Financial Reporting appearing under Hem 9. thatthe Company maintained effective imernal contrel over financial 
‘reporting sof December 31,2006 hased on citera established in Fatrmal Control — Integrated Framework issued, 
by the Commitee of Sponsoring Organizations of the Treadway Commission (COSO), is fairly stated, in all 
tril respects, based on those criteria. Furthermore, in our opinion, the Company maintained i all material 
‘espots effective internal control over financial reporting as of December 31,2006, based on criteria established in 
Internal Control — Integrated Framework issued by the COSO, The Company's management is responsible for 
‘maintaining effective internal contro oer financial reporting and forts asscsumcnt of the effectiveness of itera 
control over financial reporting. Our responsibility isto express opinions on management's assessment and on the 
fetivenes ofthe Company s intemal contra er financial reporting based on our audit. We conducted our audit 
‘of intemal control over financial reporting in accordance wit the standards ofthe Public Company Accounting 
‘Oversight Board (United States). Those standards require that we plan and perform the aut to obtain reasonable 
assurance about whether effective internal control over financial reporting was maintained in all material respects, 
‘An alt of internal contro over financial reporting inclades obtaining an understanding of ineral contol over 
Financial reporting. evaluating management's assessment. testing and evaluating the design and operating effec- 
tiveness of intemal control and performing such other procedures as we consider necessary inthe cicumstances 
‘We believe that ur aut provides a reasonable bass for our opinions. 


‘A company’s imeral control over financial reporting is a process designed to provide reasonable assurance 
‘rezanding the reliability of financial reporting and the preparation of financial statements for external purposes 
accordance with generally aecepted accounting principles. A company’s internal control over financial reporting 
includes those policies and procedures that () pertain 1 the maintenance of record that, in reasonable detail, 
accurately and fairly reflec the transactions and dispositions ofthe asets of the company: i) provide reasonable 
assurance that transactions are reconded as necesary to permit preparation of financial statements in accondance 
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‘with generally accepted accounting principles, and that receipts and expenditures ofthe company are being made 
‘only in accordance with authorizations of management and directors of the company: and (il) provide reasonable 
assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the company's 
assets that could have a material effect on the financial statements. 

Because of its inherent limitations, intemal contr} over Financial reporting may not prevent or detect missate- 
ments. Also, projections of any evaluation of effectiveness wo future periods ar subject tothe ik that controls may 
‘pecome inadequate because of changes in conditions, or thatthe degree of compliance with the policies ar 
Procedures may deteriorate. 


‘Md PricewaterhouseCoopers LLP 


San Jose, California 
February 23, 2007 
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Supplemental eash flow disclosures: 
Income tates paid were $22 milion, $S1 million and $46 million i the years ended December 31,2004, 2008, and 
2006. respectively. Interest paid was not material in any year presented. 


Acquistion-relaed activities: 
er tn ete 


(Cash pl fo acquisitions seus sis08s9 
Cash api acstons 99.29 4st) 
srous0s sun2n 

Fai sale of como suck and stocked swan sued in cummeton With 
suo S438 $47 5 320 


‘No shares of common or restricted stock were ised during the year ended December 31,2004 in connection with 
‘sequstions, ring the years ended December 31,2005 and 2006, the Company issued approximately 1 million 
and 0.1 million shares of restricted stock, respectively, in connection with acquisitions. See Note 3—*Acqui- 
sitions" for additonal information. 


During the year ended December 31,2005, the Company contributed its China based businesses "Yahoo! China") 
‘4 partial consideration for its investment in Alibaba.com Corporation ("Alibaba"). See Note 4 —"lavestments in 
Equity terest for aditiona information. 

During the year ended December 31,2006, the Company contributed its Internet business. Yahoo! Australia and 
New Zealand (*Yahoo! Australi), as consideration for is stratepic partnership with Seven Network Limited 
(Seven). See Note 3—“Acquistions” for additional information. 
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Yahoo! Inc. 
Notes to Consolidated Financial Statements 


Note 1 Tir Coupesy asm Staneuey oF Sicsancasr Accocerie Pauses 


The Compans. Yahoo! Inc. ogether with its consolidated subsidiaries ("Yahoo!” or the "Company"), is leading 
‘slobal Internet brand and one ofthe most aficked Internet destinations worldwide. Yahoo!"s mission sto connect 
‘ope to their passions, their communities, and the world's knowledge. 


‘Stock Split. On April 7,200, the Yahoo! Board of Directors approved atwo-fr-one split ofthe Companys shares 
‘of common stock effected in the form of a stock dividend. As a result of the stock split, Yahoo! stockholders 
‘received one additional share of Yahoo! common stock foreach share of common stock held of revo on April 26, 
2004. The additional shares of Yahoo! common stock were distributed om May 11,2004, All share and per share 
“mounts in these consolidated Financial Matements and elated notes have been etoactively adjusted to reflect the 
‘stock yplit for all periods presented. 


‘asis of Presentation. The consolidated financial statements include the accounts of Yahoo! and its majority- 
‘owned oF otherwise controled sabwidiaries. All significant intercompany accounts and transactions have een 
<iminated. Investments in entities in which the Company can exercise significant influence, but does not own 
majority equity iterest or otherwise control, are accounted for using the equity method and are included as 
Investments in equity ieress on the consolidated balance sheets. The Company has included the results of 
‘operations of acquined companies from the date of acquisition. Cenai price year amounts have been reclassified 10 
conform tothe Curent year preseotation 


‘The preparation of consolidated financial statements in conformity with generally accepled accounting principles in 
the United States requires management to make estimates, judgments and assumptions that affect the reported 
‘amounts of assets, labile, revenues and expenses and the related disclosure of contingent assets and ibis, 
‘Onan on-going boss the Company evaluates it estimates, including those related 10 uncollectible recevables, the 
‘sefullives of long-lived assets inchaling property and equipment, investment fair values, goodwill and other 
angie assets income taNes and contingencies. In addition, the Company wes assumptions when employing the 
Black-Scholes option valuation mod to extimate the fai value of stock options gamed for reporting and proforma 
disclosure purposes. The Company bases its estimates ofthe carrying value of eenain assets and ibilis on 
‘historical experience and on various ater assumptions that are believed wo be reasonable under the citcumstances, 
‘when theve carrying values are not readily available from other sources. Actual results may differ from these 
estimates. In 2006, the Company identified $25 million of non-cash expenses. net of ta, (or $02 per died 
share) telatng to 2004 and earlier years, which were corecied im 2008. See Note 10—“ncome Taxes" and 
Note 12 —"Employee Benefits” for additional information, 


‘Revenve Recognition. The Company's revenves are derived principally from services, which comprise marketing 
‘services for businesses and offerings to users. The Company classifies these revenues as marketing services al 
fees. 


“The Company recognizes revenue on arrangements n accordance with Securities and Exchange Commission Sta 
Accounting Bulletin ("SAB") No. 108 “Revenve Recognition.” ("SAB 104") and Financial Accounting Standard 
Boar's Emerging Issues Task Force ("EITF") Issue No. 00-21, "Revenue Arrangements with Multiple Deliver- 
ables.” In all eases, revenue is recognized only when the price is fixed or determinable, persuasive evidence of an 
arrangement exists, the service is performed and cllectlity of the resulting receivable is reasonably assured, In 
accordance with EITF No. 01-9, “Accounting for Consideration Given by a Vendor toa Customer or a Reseller of 
the Vendor's Proc.” the Company accounts for cash consideration given to customers, foe which it does Hot 
receive a separately identifiable benefit or cannot reasonably estimate fair value, aya reduction of revenue rather 
than as an expense. 


“Marketing services revenue is generate from several offerings inching: the display of rich media advertisements, 
splay of text based inks to an advertiser's website Hsing hased services and commerce based transactions 
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‘The Company recognizes revenue from the display of graphical advertisements (“splay advertising”) on the 
‘Yahoo! Properties and on the websites of affiliates as “impressions” are delivered. An “impression is delivered 
‘when an advertisement appears in pages Vieweu by users. Arrangements for these services generally have terms of 
‘upto thee yeas nd in the majority of eases the terms are less than pe yea or may be terminate at anytime by the 
advertiser. Some of these advenising agreements may involve multiple clement arrangements (arrangements with 
more than one deliverable). 


“The Company also recognizes revenue fom the display of text based links tothe websites ofits advertises ("search 
advertising") which are placed on the Yahoo! Propertics. Search advertising revenue is recognized as “lich- 
throughs" occur. A “olick-through’ occurs when a user clicks on an advertiser's Hsing. 


{Im addition to delivering search and display advertising on the Yahoo! properties, the Company also generates 
‘evenve rom search andor display advertising offerings on the websites of thi party entities (which the Company 
‘refers to as “afiiates") who have integrated the Company's offerings into their websites. The Company pays 
affiliates for the revenue generated from the display ofthese advertisements on the afiliats’ websites, These 
‘payments ar alle iraffic acquisition costs. ln accordance with EITF Issue No. 99-19, “Reporting Revenue Grows 
‘4 Principal Verus Net ava Agent.” the evenve derived from these arrangements that involve tral supplied by 
affiliates is reported gross of the payment to afiiats. This revenue is reported gros du to the fact thatthe 
‘Company isthe primary obligor tothe advenisers who are the customers of the advertising service, 


Listings revenue is generated from a variety of consumer ana business Hitings-hased services, inching access 
the Yahoo! HoUobs database and classifieds such as Yahoo! Awios, Yabo! Real Estate and other services. The 
‘Company recognizes listings revenue when the services are performed. 


‘Transaction revenue is generated from facilitating commerce based tramactions through the Yahoo! Properties, 
‘principally from Yaboo!s commence properties including Yahoo! Travel and Yahoo! Shopping. The Company 
‘ecoghizes transaction revenue when there & evidence that qualifying transactions have occurred, for example, 
When travel arrangements are booked though Yaboo! Trayel. 


Fees revenue consist of revenes generate fom a variety of consumer and business fee-based ervices, including 
Invern broadband services, premium mai, musi and personal offerings as wel as services for small businesses, 
‘The Company recognizes fes revenue when the services are performed, 


‘Current deferred revenue primarily comprises cvatractual billings in excess of recognized revenue and payments 
received in advance of revenue recognition. Long-term deferred revenue includes amounts received from 
‘customers for which services will not be detivered within the next 12 mouths. Long-term deferred revenue also 
Includes amounts that arose on the setlement of a litigation dispute. See Note 14 — “Litigation Settlement” for 
‘addtional information. 


Allowance for Doubrful Accounts. ‘The Company records its allowance for doubtful accounts based upon its 
‘assessment of various factors. The Company considers historical experience, the age ofthe accounts receivable 
balances, the credit quality ofits customers, cvrent economic conditions and oser factors that may. aect 
‘customers’ ability to pay to determine the level of allowance required. 


Trafle Aequsition Casts. Tealfic acquisition costs consist of payments made vo affiliates that have integrated 
‘Yaloo!'s search and/or display advertising offerings int their websites and payments made 19 companies that direct 
‘consumer and business irffic tothe Yahoo! Properties. The Company enters into agreements of varying duration 
that involve these traffic acquisition costs. There are generally three economic structures of the afiliate 
agreements: fixed payments based ow a guaranteed minimum amount of traffic delivered, which often carry 
‘ecprocal performance guarantes from the afiiate: variable payments based on a percentage ofthe Company's 
revemie or hased on a certain metric, such as numberof searches or paid clicks: ora combination ofthe two, The 
‘Company expenses, as cost of revenves, trafic acquisition costs associated with affiliate arrangements under 1W0 
ferent methods depending on the structure of the agreement. Agreements with fied payments are expensed 


ot 


‘atably over the term the fied payment covers. Agreements hated on a percentage of revenue, numberof pad 
introductions, number of searches, or other metrics are expensed basen the volume ofthe underlying aetvity or 
‘revenue multiplied by the agreed-upon price or rate 


Internal Use Software and Website Development Costs. The Company capitalized certain internal use software 
‘and website development costs totaling approximately $19 million, $18 millioa, and $84 million during 2004, 2005, 
and 2006, respectively. The estimated useful life of costs capitalized is evaluated for each specifi project and 
ranges from one 19 three years. During 2004, 2005, and 2006, the amortization of capitalized costs totaled 
approximately SLI million, $1S million, and $14 milion, respectively, Capitalized internal use software and 
Website development costs are included in property and equipment, net 


‘Product Development, Product development expenses consist primarily of compensation related expenses 
‘including tock-hased compensation expense) incured forthe development of, enhancements 1 and maintenance 
‘f the Yahoo! Properties classification and organization of listings. within Yahoo! Properties, research and 
evclopment and Yahoo's technology platforms and infrastructure. Depreciation expense and ether operating 
‘costs are also inluded in product development 


Aavertxing Cast. Advertising production cons are recorded as expense the firs time an aversement appear 
Costs of communicating advertising are reconded as expense as advertising space or airtime is used, All other 
advertising cows are expensed as incurred. Advertsing expense totaled approximately $160 milion, $201 million, 
‘and $222 milion for 2004, 2005, and 2006, espoctively. 


‘Sivek Based Compensation. Prior w January 1, 2006, the Company accounted for employee siack-based 
‘compensation using the inrinsic value method supplemented by pro forma disclosures in accordance with 
Accounting Principles Board ("APB") Opinion No. 25, “Accounting for Stock Issued to Employees" (“APB 
tnd SFAS No, 123, “Accounting for Stock-Based Compensation” (SEAS 128°), as amended by SFAS No, 148, 
“nccounting for Stock-Based Compensation — Transition and Disclosure —an amenaiment of FASB Statement 
No, 129" C'SFAS 14"), Under the intrinsic value method the recorded stock-base compensation expense was 
‘elated Wo the amortization ofthe intrinsic valve of Yabwoo! stock options and other stoch-based awards issued by the 
‘Company and assumed in connection with business combinations. Options granted with exercise prices equal the 
rant date fair value ofthe Company's stock have no intrinsic value and therefore no expense was recorded fr these 
‘options under APB 25, For stock options whose exercise price was below the grant date fir value of the Company's 
‘stock (principally options assumed in business combinations), the difference between the exercise price and the 
grant date fair value of the Companys sock was expensed over the service period (generally the vesting perio) 
‘using an accelerated amortization approach in accordance with the Financial Accounting Standards Boar 
(FASB) Interpretation No. 28, “Accounting for Stock Appreciation Rights and Other Variable Stock Option 
‘or Awand Plans" Other stock-based awants for which stock-based compensation expense was recorded Were 
‘generally grants of restricted stock awards which were measured at fair value onthe date of grant, based on the 
‘uinber of shares granted and the quoted price ofthe Company's common stock. Such value was recognized as at 
‘expense over the coresponding service period 


Effective January 1, 2006, the Company adopted SEAS 123R using the modified prospective approach and 
accordingly prior periods have not been restated to reflect the impact of SEAS 123R. Under SFAS 123R, stock- 
‘based awards granted prior to its adoption are expensed over the remaining portion of their service period. These 
wands ae expensed under an accelerated amoctzation approsch using the same fait value measurements which 
‘were used in calculating pro forma stock-based compensation expense under SFAS 123. For stock-hased awards 
granted on orafer January 1.2006 the Company recontsstock-hased compensation expense on a straight-line basis 
‘over the requisite service period. generally onc to four year. SFAS 123K requied that the deferred stock-based, 
‘compensation om the consolidated balance set on the date of adoption be netted against addtional paid-in capital, 
‘As of December 31.2005, there was a balance of $235 milion of deferred stck-hased compensation that was 
‘etd against ational paid-in capital on January 1, 2006. 


“s 
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‘The Company has elected to wse the “with and without” approach as desribed in EITF Topic No. D-32 in 
determining the order in which wx atributes are wilized. Asa result the Company will only recognize tax benefit 
from stock-hased awards in addtional paid-in capital if an incremental tax benefit is realized afterall ber tax 
tributes curently available to the Company have been utilized. In ation, the Company has elected to account 
Tar the indirect effects of stock-hasedatvards on oer tax arbutes, suchas the research tax credit, through the 
income statement 


ing Leases. The Company leases office space and data centers under operating lease agreements with 
gal ee ped wt pean Cena fe ne spemens conan fu blays ae clan 
‘provisions. Rent holidays and teat escalation provisions are considered in determining straight-line rent expense 10 
‘be recone over the lease term. The lease tem begins on the date of inital possession of the lane property for 
‘purposes of recognizing ease expense ona straight-line basis over the term ofthe lease. Lease renewal prio are 
‘considered on a Teaseby-lease basis and are generally not inchodes in the tial lease term. 


Income Taxes. Deferred income tates are determined tase on the diferences between the financial reporting and 
‘tax bases of ase and ibis and are measured wsing the curently enacted tax rates and laws. The provision for 
income waxes comprises the Company's current tax lability and change in defered income tax assets and abilities, 
‘ce Note 10 —"Tncome Taxes” for addtional information. 


Comprehensive tncome. Comprehensive income consis of two components, net income and other comprehen 
‘sive income (loss), Other comprehensive income (oss) refer to gains and lowes that under generally accepted 
‘accounting principles are recorded as an element of stockholders” equity but are exchided from net income. The 
‘Companys ether comprehensive income (los) is comprised of foreign currency translation adjustments and 
‘unrealized gains and lowes on marketable securities categorized as available-forsale, as well as the Company's 
share ofits equity invests foreign curency translation adjustments and unrealized yains and lonsex.on marketable 
securities categorized as availablesfor sale 


Cash and Cash Equivalents, Short and Lamg-Term vestments. The Company invests its excess cash in debt 
instruments of the United States Government and its agencies and in high-quality comporate issuers which are 
<lassified as marketable debt securities. AI highly liquid investments with an orginal maturity of tree months oF 
Jess are considered cash equivalents Investments with effective maturities of few than 12 months from the balance 
shoot date ae classified a euerent assets. lavestients with effective maturities preter than 12 months from the 
Ialance sheet date are clasified as long-term assets. 


‘The Company's marketable debt and equity securities are classified as available-for-sae and ae reported at fait 
‘alu, with unrealized gains an losses net of tas. recorded in accumulated ether comprehensive income (los). 
Realized pains or losses and declines in value judge wo be other than temporary. if any, on available-forsale 
‘securities are reported in other income, net. The Company evaluates the investments periodically for possible 
‘otherthan-temporary impairment and reviews factors such asthe length of time and extent to which fair val has 
‘been below cost basis, the financial condition of the issuer and the Company's ability and intent to hold the 
investment fora period of time which may be sufficient for anticipated recovery in market value. The Company 
‘records impairment charges equal tothe amount thatthe carrying Value ofits available-forsale securities exceeds 
‘the estimated ui marke value of the securities aso the evaluation dat. if appropriate. The fait Value For securities 
is determined based on quoted market prices as ofthe valuation date. In computing realized yains and loses on 
available-forsale securities, the Company determines cost based on amounts paid, including direct coms such 2s 
‘commissions, to acquire the security using the specific identification method. During the years ended December 31, 
208, 2005 and 2006, gross realized gains and losses on avalable-forsale debt securities were not materi 


Concenration of Rsk. Financial instruments that potentially subject the Company to significant concentration of 
ret risk consist primarily of cach, cash equivalents, marketable debt securities and accounts receivable. AS of 
December 31,2006, substantial all ofthe Company's cash, cash equivalents and investments were managed by sx, 
Financial institutions. Accounts receivable are typically unsecured and are derived from revenue earned from 


‘customers. ‘The Company performs ongoing credit evaluations of is customers and maintains allowances for 
‘Potential ret losses. Historically, such loses have been within management'sexpectations. Asof December 31, 
200S and 2006, no one customer accounted fr 10 percent oF more ofthe accounts receivable balance and no One 
‘customer accounted for 10 percent or more of the Company’s revenves for 2088, 2008, oF 2006, 


LamgeLived Assets 


Property and Equipment. uildings are stated a cost and depreciated using the straight-line method over the 
‘estimated useful ives of 25 years. Leaschold improvements are amonized over the leser oftheir expected useful 
lie and the remaining lease term. Computers and equipment and furniture and fixtures are sate at cot and 
depreciated using the straight-line method over the estimated useful lives ofthe assets, generally two t fe yeas, 
"The Company recognized depreciation expense on property and equipment of approximately $165 million, 
‘$224 milion, and $302 million fr 2008, 2005, and 2006, respectively. The Company also capitalized $14 million 
‘of sock-hased compensation expense inthe year ended December 31, 2006, 


Goodwill. Goodwil is carted at cost. Goodwill snot amortized tas subject an annuals orimpament at 
the reporting unit level (operating segment or one level below an operating segment) and betwecn annual tet it 
certain ceumstances. The performance ofthe test involves a two-step press, The frst step of the impaitment test 
involves comparing the fair valve of the Company's reporting wnits with the reporting unit's carrying amount, 
including goodwill. The Company generally determines the fait vale ofits reporting units asing the expected 
‘present vale of future cash flows, giving consideration tothe market valuation approach. Ifthe carrying amount of 
4 reporting unit exceeds the reporting waits fair value, the Company performs the second step of the goodwill 
Impairment test to determine the amount of impairment loss, if an. 


“Inungible Assets Other than Goostvill.Inangible asets oer than gol ae carried at cos ess accumulated 
‘mmortiation, Imangible ase are generally amortized on a straight-line basis over the wef ives othe respective 
assets, generally two to seven year. Long-lived asses and certain ieniiabe intangible assets tobe held and used 
‘are reviewed for impairment whenever evens or changes in circumstances indicate that the carrying amount of such 
assets may not he recoverable. Determination of recoverability is hased on an estimate of undiscounied future cash 
‘ows resulting from the use ofthe asset and its eventual dispesition. Measurement of any impairment loss for lng 
lived asets and certain identifiable itangible assets that management expects to hold and use is fused on the 
‘mount the carying value exceeds the fair value ofthe asset 


Investments in Equity Interest Investments in entities in which the Company can exercise significant influence 
‘ut does not own a majority equity interest or ctherwise control. are accounted for using the equity method and 
Included as vestments in equity interests onthe considated balance ubets. The Company records it shate of the 
‘esl ofthese companies one quater in areas within earnings i ext interests on the consolidated statements 
‘of income, The Company monitors its investments for otherthan-temporary impairment by considering factors 
Including the stock price of public companies in which thas an equity investment as wells current economic and 
‘market conditions and the operating performance of the companies and records reductions in carying values when 
‘necessary. The fair val of privately held investments s eatin using the best availabe information a of the 
‘valuation date, including curent earnings tends, undiscounted cash flows, quoted stock prices of comparable 
‘public companies. and other company specific information, including recent financing rounds, 


‘The carrying amounts ofthese investment are grate than the underlying equity in net assets ofthese companies in 
certain cases de jn part to goodwill, which i not subject to amortization in accordance with SFAS No, 142 
“Gov and Other Intangible Assets" (SEAS 142°). This goodwill is evaluated for impairment in accondance 
With APB Opinion No. 18, “The Equity Method of Accounting for Investments in Common Stock.” 


Foreign Currency. The functional currency of the Company's intemational subidiaries is generally the local 
‘currency. The finan! statements ofthese subsidiaries ar translated ito Unite States dollars using period-end 
rates of exchange for assets and liabilities and average rates of exchange forthe period for revenves and expenses. 
‘Translation gains (loses) are recorded in accumulated ether comprehensive income (Joss) 3s a component of 


o 
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‘stockholders equity. The Company recorded foreign curency transaction gain and losses realized and unrealized 
i other income net o the consolidated statemeots of income. of approximately 6 milion of et gains in 2004, net 
losses of $8 million in 2005, and net gains of $5 million in 2006, 


‘Recent Accounting Pronouncements 
{In June 2006, the Financial Accounting Standards Board ("FASB") issued FASB Inerpretaion No. 48, “Account- 
ing for Uncertainty in Tncome Taxes — an Interpretation of FASB Statement No, 109" (“FIN 48"), which clarifies 
‘the accountng for uncertainty a income tax positions. This Inirpretation requires that the Company recognize in 
its financial statements the impoct of tx position i that position is more likely than not of being sustained on 
‘dit, base on the technical merits of the position. The provisions of FIN 4 became effective forthe Company on 
January 1, 2007, with the cumulative effect ofthe change in accounting principe if any, recorded as an adjustment 
toopening retained earings. The Company is currently evaluating the impact of adopting FIN 4X and its mpact on 
it financial poston, cash lows, and results of operations. 


{September 2006, the Securities and Exchange Commission ("SEC") released SAB No, 108, “Considering the 
Effects of Prior Year Misstatements when Quantifying Missstements in Current Year Financial Staements” 
(°SAB 108") SAB 108 provides interpretive guidance on the SEC's views on how the effets ofthe eartyover 
reversal of prior year misstatements shoul! be considered in quantifying a current year misstatement, The 
‘Company adopted SAB 108 during the fourth quaner of 2006. The adoption didnot have a material impact on the 
‘Companys financial positon, cash flows, or results of operations 


| September 2006, the FASB iswed SFAS No, 157, “Fat Value Measurements” ("SEAS 157°), which eaiies the 
\etiniton of fair valve establishes guidelines for measuring far val, and expands discloutes regarding fair vale 
rmeasurements. SEAS 157 does ot raquire any sew fair value measuremcats and eliminates inconsistencies in 
‘guidance found in various prior accounting pronouncements. SEAS 157 willbe effective forthe Company on 
January 1, 2008. The Company is curently evaluating the impact of adopting SFAS 157 bat does no believe thatthe 
‘adoption of SFAS 17 will have a material impact on its financial position, cashflows, or results of operations, 


tn Febeuary 2007, the FASB iswed SFAS No, 159, “The Pair Value Option for Financial Assets and Financial 
Liabilities” ('SFAS 159”) which permits emtities Wo choose wo measure many Financial instruments and certain other 
tems at fair Value that are not curently required to be measured at fair valve. SPAS 159 wil be effective fr the 
‘Company on January 1, 2008. The Company is cureatly evaluating the impact of adopting SFAS 159 on its 
Financial position, cash flows, and results of operations. 


Note 2 Basic avo Duuvra Ne ENconn: Prt Sian 
[Basic nt income pr share s computed wsing the weighted average mumber of common shares oustanding during 
the peri, excluding any unvested restricted stock that is subject to repurchase. Diluted net income per share is 
‘computed using the weighied average number of common shares and, if dilutive, potential common shares 
‘outstanding during the period. Potential common shares consist of wnvesed restricted stock and restricted! stock 
‘mits, collectively refered to as “Tesrcted stock awards” (using the treasury stock method, the ineremental 
‘comion shares issuable upon the exercise of stock options (using the treasury stock method) and the conversion of 
‘the Company’ zero coupon senior convene notes (using the f-converted method), For 2004, 2005, and 2006, 
approximately 50 million, 55 million, and 108 million options to parchase common sick, respectively, were 
‘excluded from the calculation, asthe exercise prices were greater than the average market price ofthe commen 
‘tock during the respective years. See Note 9—“Long-Tenm Debt” for additional information related 10 the 
‘Company's rero coupon senior coavertible notes. 
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‘The following table sets forth the computation of hasic and diluted net income per share (in thousands, except per 


‘ear End Dace 
ae “8 

Numerator: 

Net income. os $_830553 $1.896230 $751,391 

Denominator: 


Weighted average common shares. 


. AAS. 1403,903 1.398424 
Weighted average unvested restcted stock ses wo 


repurchase 4503) _3.542)_ 14.683) 
Denominator for basic calculation 1383439 1400421 1,388,741 
Weighted average effect of diative secures: 
Rowtrcted stock awards 5-0-6 cece eeee aT 3 264 
Employee stock options... ak 22% AKSS2 196 
Convenible WOH ee 36585 _S6SKS_36,845 
Detomiator fr ied excltion 152409 _LAKS.SOL 1.457.686 
[Net income per share —hasic So $135 $ 0st 
[Net income per share — diluted S_ose sie sas? 


Note 3 Acguarnoss 


‘The following table summarizes sigificam acquisitions (incloding business combinations, asset acquisitions and 
‘sraegic investments) completed during the thee years ended December 31, 206 (in wilivns) 


ss ss $12 
aay ss) sash S107 
- ; siss $72 $21 

Othe acquisitions. & sa salsa 

200 

Verdisof gasbeace eee SB SSM 

‘Yahoo! Europe” and Yahoo! Korea eas sso S88 SAT 

Other acquisitions... ec. seee0 - SW Ss $2 


Alibaba (ce Note 4— “Investments in Eqsty Interests”) 


ss se S19 
Se oe 
sa osm su 


Yat Eup frst cpr cmp Yt Fe ato! Geman an Vt UK chy “Yo ag, 
resi ot vexies wtsSOPTHANK Cop -SOPTBANIC- 
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Transactions completed in 2004 


3721, Qn January 2, 2004, the Company complete the acquisition of 3721 Network Software Company Limited 
(37217), Hong Kong-based software development company. The acquisition combined the Company's global 
‘audience of users and 3721's keyword search techoology to enable the Company 10 contin improving its global 
‘search services. These factors contributed to a purchase price in excess of the fair value of net tangible and 
imangible assets scquied from 3721 and as a result, tbe Company recorded goextwill in connection with 
‘transaction, 


“The total purchase price of approsimately 995 million consisted of $82 mullion ia cash consideration, $2 million 
‘elated to stock options exchanged and direct transaction costs of $1 millon, The total cash consideration of 
approximately $92 milion less cash acquired of approximately $7 million resulted in a net cash outlay of 
‘$85 millon. 


‘The allocation ofthe purchase price othe assets acquired and labiltes assumed hased om the fair values was. a8 
follows (in thous) 


Cash acquired ' becsces $6917 
Other tangible asets acquired... : sees 4498 
Ametizable intangible assets: 
‘Customer and advertiser elated relationships. r cee 7800 
Developed technology and patents... Dedasedan 3.800 
“Trade name, trademark and domain ame SEereee cera | 
Goortwi Maasaseal woos? 
“Total assets acquired see WORT 
Liabilities assumed... ooo a0 ate ce NIKO) 
Deferred stck-hased compensation... acute ‘ 1797 
Ta eee cI cose LMS 


‘The amonizabe intangible assets have useful lives not exceeding five years and a weighted average useful fife of 
approximately 3 years. No amount has been allocated o in-process research and development and $81 milion has 
‘nce allocated goodwill. Goodwill represents the excess of the purchase price over the fair value of the net 
‘angie and intangible assets acquired nd is not dete fr tax purposes. Sec Noted —“lnvestments in Equity 
Inerets” fora description of the Company’s investment in Alibaba and the related divestiture of 3721 


Kelton On April 5, 2004, the Company completed the acquisition of a majority interest in Kelkoo S.A. 
(°Kelkoo"), a lading European online comparison shopping service. In July 2004, the Company competed 
‘the acquisition of additional interests in Kelkoo, increasing the Company's total ownership interest in Kelkoo to 
100 percent. The acquisition expanded the Company's global commerce presence and together with the Company's 
‘exisling services increased the Company's competitive postion in Europe, These factors connbuted toa purchase 
rice in excess ofthe fair value of net tangible and intangible assets acquired from Kethoo and as a result, the 
‘Company recorded goodwill in connection with tis transaction. 

"The total purchase price of approximately $571 milion consisted of $62 million in cash consideration, $6 million 
In incured abilities and direct tranaction costs of $3 million. The total cash consideration of approximately 
‘$562 million less cash acquired of $39 million reseed in a net cash outlay of $523 milion, 


” 
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‘The allocation of the purchase price tothe assets acquired and abilities assumed hased om the air values was as 
follows (in thousands): 


Cash acquired. 38817 
Other tangible assets acquired, 24,068 
Amontizable intangible assets: 

‘Customer, affiliate and advertiser relate relationships 36,100 
Developed technology and patemts. veces 9.100 
“Trade name, trademark and domain name 61,300 
GoeMWil o.oo sees eeceeeeeee 4 488555 
Liabilities assumed. cities cose (S182) 
Total $571,108 


‘The amontizabe intangible ascts have useful ves not exceeding five years anda weighted average useful fife of 
approximately S years. No amount has bee allocated io in-process research and development and $454 milion has 
‘een allocated 19 goodwill. Goodwill represents the excess ofthe purchase price over the fair value of the net 
tangible und intangible assets sequined and is not deductible for tax purposes. 


‘Musicmatch, On October 18,2004, the Company completed the acquisition of Musicmatch Ie. (“Musiematch), 
4 leading provider of personalized music software and services. The acquisition significantly increased the 
‘Companys presence inthe digital music business en togeter with the Company's existing music services, Yahoo! 
Music, provided one of the most comprehensive suite of music services for users, marketer, artists and recon 
labels. These factors contributed to. purchase pice in excess of the fair vale of net tangible and intangible assets 
‘acquired from Musicmatch and aya result, the Company recorded goodwill n connection with this transaction. 


"The total purchase price of $158 million consisted of $157 milion in cash consideration and direct iansaction costs 
‘of $1 milion. The $157 million of wal cash consideration less cash acquired of $3 million resulted in. net cash 
‘outlay of S14 milion, 


‘The allocation ofthe purchase price tothe assets acquired and liabilities assumed hase om the air values was a6 
Follows Gin thousands) 


Cash scquired $s 2510 
Other tangible assets acquired. S91 
Amostizable intangible assets: 
‘Customer contracts and related relationships 1700 
Developed technology and patents... 18,100 
“Trade name, trademark and domain ame 1100 
Gootil 171633 
“Total assets acquired... 202.040 
Liabilities assumed. 3 145317) 
Total. $198.323 


‘The amortizable intangible asets have useful ives of thre years. No amount has been allocated to in-process 
‘esearch and development and $172 millon has been allocated to goodwill. Goodwill represents the excess of the 
‘purchase price over the fair value of the net tangible and intangible assets acquired and is nt deductible for tax 
purposes. 


n 
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Other Acyuisitions — Business Combinations. During the year ended December 31, 2004, the Company acquired 
‘three other companies which were accounted for as business combinations. The total estimated purchase price for 
these three acquisitions was approximately $49 milion and consisted of $46 million in cash consideration, 
‘$2 million related wo stock options exchanged, and'$1 million direct transaction costs. The total cash consideration 
‘of $46 milion less cash acquired of approximately $2 milion resold in a net cash outlay of $44 million. OF the 
‘purchase price, $41 million was allocated t goodwill $14 million toamortzable intangible assets and $6 rllion to 
‘et assumed lablites. No amounts have been allocated to in-process research and development. Goodwill 
‘tepresents the excess ofthe purchase pice over the fait vale of th act tangible and intangible assets acquired and is 
‘ot deductible for tax purposes. 


Transactions completed in 2005 
Verdivfl, On February 11. 2005, the Company acquired Venlisoft Corporation ("Verdisot", a software devel= 
‘opment company. The aquisition of Nendsoft enhanced the Company's platform for delivering content an 
‘services to mobile devices as part of the Company's strategy to provide wsrs with seamless access Wis network, 
“The transaction was rated as an asset acquisition for accounting purposes and therefore no goodwill was recorded. 
‘The purchase price was $88 million and coasise of $S4 milion in cash consideration, $3 million related to stock 
‘options exchanged and $1 million of direct transaction costs. tn coanection with the acquisition, the Company also 
Issued appoosimately {million shares of wesricte stock valved at $35 million that will be recognized as expense 
‘over tree years as the Company's right to reporchase these shares lapses onthe thin anniversary of the date of 
‘rant. For accounting purposes, $93 millon was allocated to amortzable imtangible asets, $37 million to 
Habiies, primarily deferred income tax abilities, and S2illion to defered stock-based compensation of which 
‘the outstanding balance on January 1, 2006 was net against ational paid-in capital upon the adoption of 
'SFAS 1238), The amortizable intangible assets have useful ives not exceeding four yeas anda weighted averaye 
‘useful life of approximately 3 years 


Yahoo! Eurype and Yahoo! Korea. tn November 1996, he Company eoterd into joint ventures wth SOFTBANK. 
Corp. (together with its consolidated afiliates, "SOFTBANK" whereby separate companies were formed inthe 
United Kingdom, France and Germany (collectively. "Yahoo! Europe”), which established and manage local 
‘versions of Yahoo! in those countries. In August 1997, the Company entered into a similar joi venture with 
‘SOFTBANK in Korea. Prior to November 2005, the Company had a majority share of approximately 70 percent in 
‘each ofthe Yahoo! Europe entities aa 67 percent in Yahoo! Korea and therefore the rests of these entities were 
included inthe Company's coasoidate financial statements, with ior iateress separately presented on the 
consolidated statements of income and consolidated balance sheets. On November 23, 2005, the Company 
‘purchased SOFTBANK ’s remaining shares i the joint ventures giving the Company 100 percent ownership in these 
entities 

‘The total purchase price of $501 million consisted of $$00 milion in cash consideration and direct transaction coms 
of $1 millon. 


n 
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‘The allocation of the purchase price tothe assets acquired and abilities assumed hased on the fair values was as 
follows (in thousands): 


Net tangible assets acquired S248 
Amortizable intangible asset: 
‘Customer contracts and relate relationships 0561 
Developed technology and patents 6570 
Trae name, trademark and domain name 50,121 
Goodwil 30711 


“Tol assets aequied. , agedasgecedsonars 307 
Deeerod income taxes... cece 126633) 
Tol, a sos $3005574 


‘The amorizable intangible assets have useful Hives not exceeding five yeary and a weighted average life of 
approximately 4 years. No amount has bee allocated o in-process research and development and S388 milion has 
‘ben allocated 19 goodwill. Goodwill represents the excess of the purchase price over the fair value of the net 
tangible and intangible assets sequined and is not deductible for tax purposes 


Other Acquisitions — Business Combinations, During the year ended December 31,200, the Company acquired 
four other companies which were accounted for as business combinations. The ttl purchase price for these four 
acquisitions was $79 millon and consisted of $72 millon in cash consideration, $3 million related to stock options 
‘exchanged and $3 millioa of direct transaction costs. The total cauh consideration of $72 milion less cash aguired 
‘of $3 million resulted in net eash outlay of $69 million. OF the purchase price, SSK million was allocated 10 
goodwill, $32 milion to amorizable intangible assets and $11 milion o net assumed Uablities. Approximately 
‘million was allocate to in-process research and development and expensed inthe consolidated statements of 
Income. Goodwill represents the excess ofthe purchase price over the fair value ofthe net tangible and intangible 
assets acquied und aot deductible For tas purposes. 


During 2008, the Company also made a strategic investment in Alibaba.com Corporation ("Alibaba") — see 
Note 4 — “Investments in Equity intrest.” 


‘Transactions completed in 2006 


‘Seven. On January 29, 206, the Company and Seven Network Limited ("Seven"), a leading Ausra media 
‘company, completed a strategic partnership i wich the Company comtbyted is Australian Intervet busines, 
Yahoo! Austria and New Zealand (Yahoo! Australia", and Seven contributed its online assets, television and 
‘magazine content, an option to purchase its 33 percent ownership interest in mobile solutions provider m.Net 
Corporation Lid, and eash of $7 


‘online experience for local were and advertisers. The Company obtained a 0 percent equity ownership interest in 
the newly formed entity, which operates as “Yahoo! 7.” Pursuant to a sharcholders agreement and a power of 
attomey granted by Seven to vote certain ofits shares, the Company has the right to vote 50.1 percent of the 
‘outstanding voting interests in Yahoo! 7 and contol over the day-to-day operations and therefore consolidates 
‘Yahoo! 7, which includes the operations of Yahoo! Australia. For accounting purposes, the Company i considered 
twhave acquired the asiets contributed by Seven in exchange for 50 percent ofthe ownership of Yahoo! Ausra 
Accordingly, the Company accounted for this transaction in accordance with SFAS No. 141 “Business Combi> 
rations” The total estimated purchase price was $35 milion including diect transaction costs of $2 million. 


B 


Yahoo! Ine. 
Notes to Consolidated Financial Statements — (Continued) 


‘The allocation ofthe purchase price ofthe Company's share ofthe assets acquired and liabilities assumed based on 
‘their fair values was as follows (in thousands: 


Cash acquired - ~ $3768 
(Other tangible assets acquired. k 2400 
Amostizable intangible asets: 
Custer emacs raed aoe and developed echnelogy aed nite 

property rights 18,600, 
Goodwil 16.030 
“Tel act acid. 40793 
Deere income taxes (6075) 
Tell eeeseeseee su47i8 


“The amortizabe intangible assets have useful lives nx exceeding seven year and a weighted average useful ie of 
seven years, No amounts have been allocated to in-process research and development and approximately 
‘16 million has been allocated to goodwill. Goodwill represents the excess of the purchase price over the fair 
value of the net tangible and intangible assets acquired and is mot deductible for tax purposes, 


As a result of this transaction, the Company's ownership in Yahoo! Australia, which is now part of Yahoo! 7, 
‘decreased to $0 percent. The Company effectively recognized a non-cash gain of approximately $30 million 
‘representing the difference between the fai value of Yahoo’ Australia and is carying value adjusted for the 
‘Company's continued ownership in Yahoo! 7. This non-cash gain was accouoied for asa capital tansacton and 
recone abditional paki-in capital because of era future events that oul affect actual realization ofthe ain 
‘The Company also recorded » minority interest of $7 million related 0 is reduced ownership of Yahoo! Australia 
nd Soven's retained interest in their conte wet assets. 


“Investment in Gmarket. On June 12, 2006 the Company acquired an approximate 10 percent inlerest in Gimarket 
Inc. retail e-commerce provider i South Korea, for $61 milion, inching direct transaction costs of approx 
imately $1 ition 


‘Other Acquisitions — Etusiness Combinations. During the year ended December 31, 2006, the Company acquired 
‘thee ether companies which were accounted fr as business combinations. The wal purchase price for these three 
‘acquisitions was $42 milion and consisted of $41 milioa in ash consideration and $1 milion of direct transaction 
‘costs. The total eas consideration of $41 million less cash sequired of $1 nllion resulted in et ash outlay of 
‘S40 million. OF the purchase price, $27 milion was allocated to goodwill, $21 milion wo amortcabe tangible 
assets and $6 million to et assumed ibis. Goodwill represents the excess ofthe purchase price over the fai 
value of the net tangible and intangible asets acquired and is wot dedoctible for tax purpose 

Ineach ofthe thre years ended December 1, 204, 2008, and 2006, the Company also completed immaterial asset. 
acquisitions that did not quality as business combinations. 


Pro forma results of operations have not been presented for the acquisitions completed during the years ended 
December 31, 2005 and 2006 athe results ofthe acquire companies, no already consolidate, either individually 
‘or in the aggregate were not material to the Company's consolidated financial results before the acquisitions. 


“ 


Note 4 yvestamovts ey Burry Kereeests 
{As of December 31, Imextments in equity interests consisted of the following (dollars in thousands): 


erent 

25 __308_ ome 
Alibaba SLAO8716 SLANG 48% 
‘Yahoo! Japan . BOOS 476870 HS 
Other. i = 3313 


Total. 


$1,891,834 


Equity ivestment in Alibaba. On October 23. 2005, the Company acquired approximately 46 percent of the 
‘outstanding common stock of Alibaba, which represented approximately 40 peroent on a fly diluted bass, in 
exchange for $10 billion in cash the contribution ofthe Company's China bused busineses, including 3721 
‘Yahoo! China") and dircet transaction costs of $8 million. Pursuant wo the terms ofa shareholder agreement, the 
‘Company has an approximate 3S percent voting interest in Alhabs, with the remainder ofits voting rights subject 10 
4 Voting agreement with Alibaba management. Other investors in Aliaba include SOFTBANK, The investment in 
‘Alibaba i being accounted for using the equity method, and the total investment, including net tangible assets, 
‘emifiable intangible assets and goo s classified as par of investments in equity interests on the Company's 
‘consolidated balance sheets The Company records its share of the esl of Alibaba and any related amortization 
‘expense, one quarter in artears, within earnings in equity interests on the consalidated statements of income, 


‘Through this transaction, dhe Company has combined its tein search capabilities with Atibabas leading online 
marketplace and online payment system and Alibaha’s strong foal presence. expertise and vision in the Chi 
‘market, These factors contribute to a pochase price in excess ofthe Company's share ofthe ait valve of Alibaba’. 
net tangible and intangible assets acquired resting in gooxill 

‘The purchase price was based on acyiring a 40 percent equity interes in Alibaba ona fully dilsted basis. As of 
December 31, 2006, the Company's ownership interest in Alibaba was 4 percent, an approximate 2 percent 
‘decrease from te inital investment, primarily a a result ofthe conversion of Alitabu's outstanding convertible 
‘debt in April 206. The Company's ownership interest in Alibaba may be further diluted ¥o 40 percent upon exercise 
‘of Alihaba's employee tock options. The Company will recognize non-cash gains if and when such further dilaton 
{w its ownership intrest in Alibaba occur, as such reduction i terest results in an incremental sale of Yahoo! 
‘China, In allocating the exces ofthe earrying value ofits investment in Alibaba over its proportionate share ofthe 
net assets of Alitaba, the Company allocated a portion of the excess to goodwill to account forthe estimated 
‘reductions in the carrying vale ofthe investment i Alibaba that may occur asthe Company's equity intrest is 
lilt to 40 percent. As. result the rection in ownership interes of 2 percent upon the conversion of Alibaba's 
‘outstanding convertible debt id not result im any impact onthe consolidated satement of income other than forthe 
‘non-cash gain telated to such reduction being eat as an incremental sale of Yahoo! China a discussed below, 


8 
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Asof December 31,2006, the diference between the Company's carrying value of ts investment jn Alibaha and its 

‘proportionate share ofthe net assets of Alibaba is summarized as fllows (in vhousands): 


Carrying value of investment in Alibaba. SIAL OST 


Proportionat share of net assets of Alibaba") a 927,651 
acest fearing vale of nesien ve proponionte sae of et sets...» $-484000, 

‘The excess carrying value has been primarily assigned to: 

Goodwill. cu a cocctereeees $ 418616 
Amortzable intangible ase neon 70397 
Defered income tes. i 219 
Tol. i seeveeesseseess $84,000 


1 The mjity wt ae ese pinay oil a tn net 


“The amortizable intangible assets have useful lives not exceeding seven years anda weighted average useful feof 
approximately S years. No amount has been allocated to ia-process research and development, Gowdwilis not 
Aeductible fort purposes. 


Following the acquisition date, Yahoo! China has no been include in the Company's consolidate results but is 
Included within earnings in equity interests othe extent ofthe Company's continued oenersip interes int Alabs 
"The results of operation of Yahoo! China were not material the consolidated results ofthe Company fr the year 
‘ended December 31, 200 and the period from January 1, 2005 wo October 23, 205, the date of the divestiture of 
‘Yahoo! China. In connection withthe transaction, inthe fourth quarter of 2008, the Company recorded a non-cash 
‘gin of $338 million in other income. net, base on the ifference between the fair value of Yahoo! China and its 
carrying value adjusted for the Company's continued ownership inthe newly combined entity 

‘Asa reslt ofthe conversion of Alihaba's oustanding convertible debt described above, the Company reconded 
‘non-cash gain during the year ended December 31, 2006 of approximately $15 million in other income, net 10 
acount For a approximate 2 percent reduction inthe Company's ownership interest in Alibaba from 46 percent 10 
“44 percent, which was mead as an incremental sale of additional equity interests in Yahoo! China 

As of December 31, 2006, the Company bad loses of $34 milion, net of tax (including $24 milion, net of ta, 
‘elated to amortization of intangible asets) included i retained earnings relating 4 its investment in Alibaba 


“The Company aso has commercial arrangements with Alibaha to provide technical, development, and advertising 
services. For the year ended December 31, 2006, these transactions were not materia 


Equity tnvestment in Yahoo! Japan. 


During April 1996, the Company signed a joint venture agreement with SOFTBANK, which was amended in 
‘September 1997, whereby Yaloo! Japan Corporation ("Yahoo Japan”) was formed. Yahoo Japan was formed 10 
‘establish and manage a local version of Yahoo! in Japan. During the Years ended December 31,2008 and 2006, the 
‘Company received eash dividends from Yahoo! Japan inthe amounts of $11 million and $13 million, respectively, 
which were recorded as reductions in the Company's investment in Yahoo! Japan, The Company also has 
‘commercial arrangements with Yahoo! Japan, consisting of services, including algorithmic search services and 
‘sponsored search services and the related traffic acquisition costs and license fees. The net cost of these 
arrangements was approximately $67 million, $171 million and $246 million for the years ended December 31, 
2004, 2005 and 2006, respectively. Ascof December 3, 2008 and 2006, the Company has 2 net payable balance 0 
‘Yahoo! Japan of approximately $7 milion and $10 million respectively. 


‘The investment in Yahoo! Japan is being accounted for using the eysity method and the total investment i classified 
as part of the Investments inequity interests balance onthe consolidated balance sheets. The Company records its 


% 


Yahoo! Inc. 
Notes to Consolidated Financial Statements — (Continued) 


‘hare of the results of Yahoo! Japan one quarter in areas within earnings inequity interests, The fair value ofthe 
‘Company's approximate 4 percent ownership in Yahoo! Japan hased onthe quoted stock price, was approximately 
‘8 billion as of December 31, 2006, 

Prior to and during 2001, Yaboo! Japan acquired the Company's equity interests in certain entities in Japan for total 
‘consideration of approximately $65 million, paid partially in shares of Yahoo! Japan common stock and pataly i 
cash. As a result ofthe acquisition, the Company increased is investment in Yahoo! Japan, which resulted a 
approximately $41 million of goodwill to be amonized over seven years. The amorization ceased upon the 
adoption of SFAS 142 on January 1.2002. The carrying amount of the Company's investment in Yahoo! Japan 
sifers from the amount ofthe uderying equity in net assets of Yabo! Japan primarily asa result of his goo 
{As of December 31, 2005 and 200, the Company had $M million and $451 million, respectively, included in 
‘eiained earings relating to is investment in Yahoo! Japan. 

‘The following able presents Yahoo! Japan's fnancia information, ax derived from the Yahoo! Japan financial 
statements forthe 2 mons ended September 30,2004, 2005, and 2006 and as of September 30, 2008 and 2006 (in 
thousands): 


“Tele Months Hadel Seer 
es 
Operating data"? 
Revenues r $868,281 $1.367247 $1,671,154 
Gross profi . S814 $1.281599 — S1.s84433, 
Income from operations, SATOBSL $656,167 806,718 
Net income: $200576 $ 382.287 S$ 451.377 
Se 
Balance sheet data: 
‘Current assets. $000,149 $731,787 
Long-term assets $469.07 $1,091,508 
Current bis $306.44 § $3522 


Long-term liabilities bebe $ 19663 500.187 
"he Company us af he en Yh agen one ge ean caning i guy nes. 


‘The differences between United States and Japanese generally acepted accounting principles did not materially 
Impact the amounts reflected i the Company's financial statements. 
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Note S Gooowms 


‘The changes inthe carrying amount of goodwil forthe years ended December 31,2005 and 206 are a follows (in 
thousands): 

ied Stay Internat 
-2 SLOTAI9 $ 877.538 


alance as of Janay 1. 2008 


Acquisitions and othe” 4733 M3586 
(46.289) 
< S17207S2 $1,17480$ $2,895,587 


cee (LATS) 766 (42.107) 


= _isio7 _11s.107 


Balance as of December 31, 2006 S.658879 $1,300,678 $2.964.557 


Omer hae ela pha presume tet xing gl Ua he yearend Der 3,28, hs sho 
Ine nto 99 a of pil eat he esse of Yu’ Chien See Nate 4 "Invent ay 
Imre tr nna ermine eat ee Dee 30K te Cony reed ot noc gyn) 
‘imam wo pte eating Wren eee cme ut et aan wane wee ene ae ihe ei 
tek pera cry frwuns NOL) wen qe apres ines obit Aso Dec M38 the NOLS 
‘rv ema ete Hcy than eh ead eng the vat all ames wee ee gue ea 
{onl tht an ogee te tne fhe maa Se ese 10-——Yosne Tne hr onal worm 


[Note 6 Teaser Asses, Nev 
"The following table summarizes the Company's intangible assets, nt (jn thousands): 


Decree M305 
Kae American” __ Net 

Customer, afiliste and advertiser related yelationships.. S34,111SUIKR649) $1592 

Developed technology and patents + 371610119094) 282516 

“Trademark, trade name and domai name 1536 (479) 122.087 

“Tal intangible assets, net $903257 SHRI) $5615 


rere M304 
Sse  Amortaton"” —_ Net 


Customer, affiite and advertiser related relationships. $291,239 $198,640) $ 96,599 


Developed technology aed patents 43340 (222894) 210.446 
“Trademark, trade name and domain mame. 1xs.674 (86897) _ 98.777 


“Total intangible assets, net 


Fog came amen apne fling meme he Eo emerge talon) 
Staion mo Deemer, Sa nd S18 aa of Desens 31 30, 


910253 SSOLAB) $405,822 


‘The tangible assets are all amorizable and have original estimated wseful lives as follows: 
+ Customer, afliate and advertiser related relationships — three to seven years 

+ Developed technology and patents — two to five years; and 

+ Trademark, tradename and domain name — four to seven years. 

‘The Company recognized amortization expense on intangible assets, inclaing amonization expense of developed 
Aechnology and patents, of approximately $146 million, $173 million and $238 million fr 2004, 2005, and 206, 
respectively, including $44 mili, 64 milion and$113 million, respectively included in cost ofrevenves. Based 
‘om the current amount of intangibles subject to amortization, the estimated amortization expense for cach of the 
‘succeeding years isas follows: 2007: $196 million; 2008 $138 million; 209: $36 million; 2010: $21 milion; 2011: 
‘$4 milion and 2012: $7 ition. 

Note 7 Consotunaren Fovanctat Stareanosr Dest 

Other income, net 

Other income, net for 2004, 2005, and 2006 was a follows (in thousand) 


Anetest and investment income $ 60.830 siamo 
Investment gains (losses), net... 418125 asm) 
Gains on divestiture of Yahoo! China!” = 15,188 
Other ne ia 2084 2093 
“Taal other income, wet sos Sap6ass 3157.04 


"See Nie 4 — “Lipton Sethe” blo iran ea cet pis in the Yon ed Dace 
304 al 208, An ture of 28 milo wan sha rel ona vie sale pty eet he a ene 
‘sembe  3008, 


"See Rae 4 —toesmen Egy nero abl nomial oh ao dn of Yat Chin ot 
the yur eel Dover $1208 a 308 

Tvestment gains (losses), net include realized investment gains realized investment loses, and impaitment 

‘charges related to declines in values of publicly traded tecunties and securities of privately held companies judged 

tw be other than temporary. 


Prepaid expenses and other eurrent assets 
‘As of December 31, Prepaid expenses and other current assets consisted of the following (in thousands): 
Prepaid expenses. 


Deferred income taxes (Note 10) 
Othce 


“Total prepaid expenses and other current ase. 


ny 
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Property and equipment, net 
AAs of December 31, Property and equipment, net consisted of the following (in thousands): 
— 
Land .. S 51.061 
‘Buildings... 192,266 
Leased improvements = TOs 
Computers and equipment. eveegeursentsen 838357 
Furniture and fistres " . 63.955 
Assos not yot in use i fs 48608 
1267817 
‘Less: accumulated depreciation and amortization... 6...cceeese5+ _ (569.795) 
“Total property and equipment, net. Sors2 
Other longterm assets 
‘As of December 31, Other long-term assets consisted of the following (in thousands): 

20% 
fered income taxes (Note 10) 21.746 $251,068 
Investments in privately-held companies 292048408 
econ a wii compa ten 2805 114.220 
Other. i 260 _ 49.296 

“Tul ter oar nts $57,102 saso.ons 


Accrued expenses and other current liabilities 
‘As of December 31, Accrued expenses and other curren lables consisted of the following (in thousands): 


Art ene cme, tava er cme 
Deefered income taxes (Note 10). 

Acerved compensation and related expenses 
‘Accrued taxes payable i 
Acerved professional service expenses... 
‘Accrued sales and marketing related expenses. 
Accrued sequisition-related costs 

“Total acerued expenses and other current Habis 
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Other long-term liabilities 
‘As of December 31. Other long-term liabilities consisted of the following (in thousands 


Deferred income taxes (Note 10)... 
Other 


“Tal other long-term His... 


23.580 56.008 


Accumulated other comprehensive income (loss) 


{As of December 31, the components of Accumulated other comprehensive income (loss) were a follows (in 
‘thousands: 


Unrealized gains and fones om aailable-for-sale securities, net 
OTK sees eeee SH7S314 16218) 21.800 
Foreign currency translation, net of tax 


19.747) _128,708 
‘Accumulated other comprehensive income (los) SS367M  $AS.965) $150,505 


Note 8 Eyyestsety 


‘The following tables summarize the investments in avallable-forsale securities (in thousands): 


Deceer , 2008 
Gres Gran 2 Gr 

Amerived Unread Unread Katina 
ae Se Uae re 


United States Government sed agency 


‘evan $29 13210) s10ss770 
Municipal bonds i — 166) 9504 
Corporate deb ecurtes 1272677) 1818782 
Corporate equ secures. 30907 
Taal meen in abe 
mee gsi peu 
Amerie Festina 
= foe 
United States Government and agency 
‘ecules Necseeee STI S 854s 
0379 to779 
193.510 


112.765) $2,081,634 


SHISIA $1,031,528 

1439014 935,886 
30007 _114220" 

S2.00.162 $2,081,634 


Avallable-forste securities included i cash and cash equivalents on the consolidated hulance sheets are not 
included in the table above asthe ysoss unrealized gains and losses were immaterial for 2008 and 2006 with respect 
to these securities, 


°° Theses nae our ive in Ga ne. See Nate 3 "Aan fo aon nro, 
"The contractual maturities of availuble-forsale debt securities are a follows (in thousands) 


December 
‘Due within one year... Shae cecccecese SHAMIM $1,031,528 
Due after one year through five years. 1426799 935840 
Due afer five years... ons atiesite ia2is = 
“Total availablesor-sale debt securities. 2570185 $1,967.14 


‘The following tables show all investments in an nvealized Joss position for which an other-than-temporary 
Impairment has ot been recognized andthe elated gross unrealized lxses and fair value. aggregated by investment 
caepory and length of time that individual securities have heen in a continuous unrealized lows positon (in 
thousands): 


December 3,205 


Tae a a ee a 
Se ee 
SS 5S = 

Uni Sie Gorm ad 

TN ons. § SIMNTS $4700) SHAS SCAND SLOIATN S1R210 

unica! bonds 338) 8M 8) 

Cpr cwitss =» ORO SHS) 38682 (SOD) LABOAT (1265 

Cpu poly sees =D.) ns.) 

"a icin a 

‘vances 

sont Szso) saB4sRs eT saasToNy sant) 
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Dcemter ,306 
Test 1 Moai 
eesti 
Factor “Tee pirates “Tae” voir Vabe Tne 
United States Government 
‘and agency securities -.. $L3KOO) $(228)$ $45,569 $ (5.138) $68,569 $ (5,386) 
“Municipal bonds - 20) GAT) 8.17100) 
Corporate debt securities... $14,183 (733) SITABS (5.256) (59%) 
Corporate equity 
sccuiies = = 2783) 1.330) 1330) 
“Total investments in 
‘wvailable-for-sale 
‘securities, ++ $6S4212 $198) $1.OK1.934 S(11807) $1.736146 $112,765) 


‘The Company's investment porfoio consists of government and high-quality corporate securities. tnvestments in 
‘oth ised ate an floating rate interest caring struments carry a degree of terest rate risk. Fins ae securities 
my have thet fair market vale adversely impacted due to aise in interest rates, while floating rate securities may 
‘produce less income than expected in interest aes fall, The longer the term ofthe securities, the more susceptible 
‘hey are to changes im market rates of interest and yickls bonds. Investments are reviewed perioially to entity 
‘possible otherthan-temporary impaisment. Whe evaluating the vestments, the Company reviews factors suchas 
‘the length of time and extent to which fair value has been below cost basis the financial condition ofthe issuer and 
‘the Company's ability a intent to hold the investment fora perc of time which may be sufficient for anticipated 
‘recovery in market val. The Company haste intent and ability Wo hold these securities for a reasonable period of 
time sufficient fora forecasted recovery of fair valve up wo (or beyond) the ial ost of the investment. The 
‘Company expects to realize the full value of all ofthese investments upon matty or sale 


Note 9 Love-Tww Dex 


[In April 2003, the Company issued $780 million of zero coupon senior convertible notes (the “Notes due April 
2008, resulting in net proceeds to the Company of approximately $733 milion after transacton fees of $17 nillion, 
‘which have heen defered and are included onthe consolidated balance sheets in fong-eem other assets, AS of 
December 31,2006, $4 million ofthe transaction fees remained 1 be amortized, The Notes were iss at par and 
‘bear no intrest. The Notes are convertible into Yahoo! common stock a a conversion price of $20.50 per share, 
“which would result in the issuance ofan aggregate of approximately 37 million shares, subject o adjustment upon 
the occurence of specified events. Each $1,000 principal amount of the Notes will ntally be convertible into 
44878 shares of Yahoo! common stock. 


‘The Notes are convertible prior the final maturity date (1) during any fisal quarter ifthe closing sale price of the 
‘Company's commen sock for atleast 20 trading days in the 30 trading day perio ending onthe las trading day of 
‘the immediately preceding fisal quarter exceeded 110 percent ofthe conversion price on that 30th trading day, 
2) during the peri beginning January 1, 2008 though the maturity dat. ifthe closing sale price ofthe Company's 
-ommion stock on the previous trading day was 110 percent or more ofthe then current conversion price and(3) upon 
‘pecitied corporate transactions. Upon conversion, the Company has the right to deliver cach i liew of common 
stock. The Company may be required to reparchase all of the Notes following a fundamental change of the 
‘Company, such sa change of conto, prior to matunty at face valve. The Company may not redeem the Notes prior 
to their matucity. 


‘Asof December 31,2006, the market price condition for convertibility ofthe Notes was saisied with respect the 
Fiscal quarter beginning January 1, 2007 and ending on March 31,2007, During this period holders ofthe Notes will 
‘be able wo convert their Notes into shares of Yaboo! common stock atthe rate of 48.78 shares of Yahoo! common 


s 
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‘lock foreach Note. The Notes will also be convertible into shares of Yahoo! common stock in subsequent fiscal 

‘quarters, if any, with respect to which the market price condition for convertibility is met. 


‘Asof December 31,2006, the fir value ofthe Notes was approximately $1 Obilion based on quoted market prices. 
“The shares isuable upon conversion ofthe Notes have heen included in the computation of dite et income pe 
share since the Notes were issued. 


Note 10° Iycove Toes 


‘The components of income before income taxes, earings in uit interests and minority interests areas follows in 
thousands): 


ar Ended Dace 


United States. cceevereees SINT2A80 S2.087284 $1,002,673 
Foreign. eee a i 1254 496298 95.27 
{come before income tes, earings in guity 

Inerests ad munity ttre SHuUKSORs $2,583,582 SLOPKOD 


tas ch i of 598 on at 15 in 208 ad 306 reget. ea he ete Ya! Cina in 
‘nsec with he Alb waar oe Nene 4“ ny ae) The mt fhe ako he an at 
Prien thot Ste he un wat ae ny Hip fst 


‘The provision (benefit) far income taxes is composed ofthe flowing (in thousands) 


eas Handed Deere 
Curren: 
ited States federal z <<. S409.969 $808,178 $ 595967 
Slate. osssseveveeee ine HOI 184.2% 
Foreign safer 17782 _42625 129 
‘Total current provision for income taxes. cesses SUIS 735.09 732440 
Deferred: 
United States federal. cess (62620) 37.088 (224,204) 
SUM ee eeveve Sasi (6580) 4996 (23,408), 
Foreign ‘i id 2217) _ 0.334 _ 29820) 


‘Total deferred provision (benefit for income taxes BAIT) 32.720 _(274433) 
Provision for income taxes... Sassou 
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“The provision for income taxes dfs from the amount computed by applying the federal statulry income tx rate 
1 income before income tes as follows (in vhowsands) 


ars tnd December 
sent a0 


Income ax at the United States federal statutory rate of 


35 percent. SHI47SS S-800.254 $384,300 
State income tes, net of Federal ene. 49920 11346443297 
Change in valuation allowance... (4012) 16M2_—— 15,200 
Non-leduetible stock-hased compensation — ee ee 
Capita (osu on subsidiary restuctring transaction!" —  2aK284) 10616 
Obhee easy ston <- 12213 15.581) _14.060) 


Provision for income tases. 


SH37.966  $767.K16  SASKOLL 


ng 2008, the Company comp unbeaten of ay. The wamactonpe  cai pe. 
‘eg tan Det pprotimacly S368 ng red 308, 


ing 26 te Copy cle latin cee aes ting $17 ion cone met ae a 
ot 


"Canines hae ee ma op et amet ne oie 1 the cue ya sna 


Deferred income tates reflect the tax effects of temporary ferences between the carrying amounts of assets and 
liabilities for financial reporting purposes and the amounts wsed for income tax purposes, The companents of 
deferred income tax ase and Habits are as follows (in thousands) 


December I. 
aE 

Deere income tax assets: 
[Net operating los and tax credit carryforwards 8 $1277.20 $276,008 
Swek-hased compensation expense =.=... 2053s, — 180382 
[Non-deductble reserves and expenses... 22091 162.846 
Anvangible asses" : seceeves _ABMOM 72.705 
Gross deferred income tas assets. ss 622381 642,201, 
Valuation allowance " 0.507.888) _ (98.779) 
Deere income ta assets a rane S_14533 $560,422 

Deferred income tx liabilities: 
Unreatized investment gains Ss — $220) 
Purchased intangible assets"... c. (IR8) BRIO) 
Investments in equity interests — é c3iez7) (127212) 
Othe”... oases cose 0643) _ (28749) 
Defered income ta bilities. ++ $2812) $0216.49) 


[Net defered income tx (iabiities)asets. 


= $6667) $50,073, 
"Caran retain have em mn Yet am rie oi 6 scent ear ection 

Aso December, 2006, the Company's federal and state net operating loss carry forwards for income tax purposes 

were approximately $1.4 billion and $0.3 billion, respectively. If not wilized, the federal net operating loss 

carryforwards will begin to expire in 2008 and the sate net operating loss carryforwards wil begin to expe in 


ss 
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2013. The Company's federal and state research tax rat cary forward for income tax purposes approximately 
‘$107 milion and $97 million, respectively. not wilized, the federal research x credit carryforwands willbegin {0 
‘expire in 2010, The sate research tax credit caryforwards will not expire. 


mn 2006, gross deferred income tax assets decreased by approximately $1.0 billion primarily due to 8 change in 
‘presentation asa result ofthe adoption of SFAS 125R. The reduction primarily relates to deferred income x assets 
‘ertaining to net operating foss and tax crit cary forwards resulting from the exerise of employee stock options 
in prior Yours and represents tax benefits in excess of stock-based compensation expense as determined under 
{APB 25. In prior years, such excess tax benefits, with an offsetting valuation allowance, were recorded inthe 
‘Company's consolidated balance sheet. As the excess tax benefits were realized, the valuation allowance was 
‘lease und addtional paid-in capital was increased. SFAS 123K prohibits rcogeition of a deferred income ta 
asset for excess tax benefits dv 1 stk option exercises that have not yet been realized throgh a reduction in 
Income taxes payable. Accoedingly, in 2006 the Company reversed the deferred tax asset and elated valuation 
allowance relating to excess tax benefits for stock option exercises, Such unrecognized deferred ax benefits totaled 
‘1.1 billion as of December 31, 2006 aed willbe accoanted for as a cei to akitiona paid-in capital, f and when 
‘walized though a reduction in income taxes payable, In addition wo the decrease in the valuation allowance 
described above, the Company released $236 million ofthe valuation allowance to addtional paid-in capital and 
‘$95 million to goodwill. 


‘The Company ha valuation allowance of approximately $96 million as of December 31, 2006 to reduce defered 
Income ty asses to the amount that i more likely than mot Yo be realized in future periods. In evalating the 
‘Company's ability o recover its deferred income tax asiets the Company considers all available postive and 
‘native evidence, including operating results, ongoing tx planning and frecass of future taxable income on a 
jurisdiction by jurisdiction bass. The valuation allowance as of December 31,2006 relates to foreign net operating 
Joss and ered earyforwards and will reduce the provision for income taxes if and when recognized, 


“The Company provides United States income tates on the earings of forciga subsidiaries unless the subsidiaries” 
‘earnings are considered indefinitely reiavesed outside the United Sites. As of December 31, 206, U.S. income 
taxes were not provide for on a cumulative tal of $0.7 btn of undistributed earnings fr certain foreign 
subsidiaries and a corporate joint Venture. These earings are considered inneintely invested in operations outside 
the United States, IF these earings were to be repatriated, the Company would be subject to additional 

‘States income tes (subject to an adjustment for foreign tax eres), 


“The Company's federal income tax retum for the year ended December 31, 2003 is under examination by the 
Inemal Revenue Service. 


Note 11 Srockounes? Egery 


‘Swckholder Rights Plan. In March 2001, the Company adopted a Stockholder Rights Plan. Under the plan, the 
tights were distributed asa dividend a the rate of one Right foreach share of common stock eld by stockholders of 
recon as ofthe close of business on March 20, 2001, The Stockholder Rights Plan was not adopted in response to 
any effon to acquire conto ofthe Company, The rights will expire on March 1, 2011 


‘Stock Repurchases. In March 2005, following the completion ofthe $0.5 billion stock repurchase program that 
‘was authorized in 2001 and extended in 2003, the Company's Board of Directors authorized the repurchase of upto 
‘SRO bili ofits outstanding shares of common stock over the next five yeas, dependent on market conditions, 
‘share price and other factors. Under this program, during the year ended December 31. 2008. the Company 
‘repurchased 11.7 millon shares of common stock an average price of $33.20 per share, for total consideration of 
‘$388 milion. During the yar ended December 31,2006, the Company repurchased 93.1 million shares of common 
‘stock at an average price of $29.84 pr share inclng 31.6 million shares received upon the maturity of structured 
stock repurchase transactions. Total cash consideration for the sock repurchases in 2006 was $28 billion which 
consisied of SLX billion direct stock repurchases, $0.5 billion as a result of setlements of structured stock 


repurchase transactions entered into in 2008, and $0.5 
repurchase transactions entered imo in 2006. lncuding the $250 million structured stock transaction settled in 
‘October 2006, the Company had substantially completed the SX.0 billion authorized stock repurchase program as of 
‘September 30, 2006, 


In October 2006, the Company's Board of Directors authorized a new stock repurchase program allowing it 10 
‘epurchase upto $3.0 billion of its outstanding shares of common sick from time to time over the nex five Years 
‘depending on market conditions, share price and ether factors. Repurchases may take place inthe open market of 
in privately negotiated transactions, including derivative transactions and may te made under a Rule }0bS- plan, 


‘On a cumulative basis, the Company has repurchased 137.7 million shares, which are recoded as part of treasury 
‘stock. ‘Treasury stoek is accounted for under the cost method, 


Siructued Stock Repurchases. During te year ended December 31,2005, the Company emered ino 1.4 billion 
in strvctred stock repurchase transactions. OF these transactions, $0,7 billion scted in 2008, resulting ithe 
‘Company receiving $0.7 Wilin in cash. During the year ended December 31,2006, the Company had setlements 
‘of structured stock repurchase transactions fora total amoust of $05 illin which the Company entered ino in 
2005 resulting in repurchases of 18.1 million shares a an average price of $32.8% per share. A structured stock 
‘epurchase transaction forthe amount of $280 millon that the Company entered into in 205 was sted in cash 
‘resulting in cash proceeds of $272 milion in 2006. The Company also entered into structured stock repurchase 
‘transactions fora total amount of $05 billion in 2006, Al of these ransactions wer settled in tock during the year 
ended December 31, 2006 resulting in the repurchase of 165 milion shares at an average price of $30.25 per share, 
‘The structured stock repurchase transactions were recorded in stockholders” equity on the consolidated balance 
sheets, 


Note 12. Emnovex Besnstts 


eneft Plans. ‘The Company maintains 2 Yahoo! Ic. 401(k) Plan (the "401(k) Plan”) fr its fulltime employees 
inthe United States. ‘The 401(k) Plan allows employees ofthe Company to contribute up 4 the lateral Revenue 
‘Cove preseried maximutn amount, Employees may elect to contribute fom | percent 0 $0 percent of their annual 
‘compensation wo the 401(k) Plan. The Company matches employee conbutions a arate of 25 percent, Employes 
‘contributions re fully vested, whereas vesting in matching Company contributions oscursat arate of 33 preempt 
_year of employment. During 2004, 2008, and 2006, the Company's conributions to the 401(k) Plan amounted to 
Approximately $8 million, $12 milion, and $16 mili, respectively. The Company also contributed approxi- 
mately $5 million, $7 milion, and $13 million ots other benefit plans outside ofthe United States for 2004, 2008, 
and 2006, respectively 


‘Sioek-Based Compensation. Prior wo January 1, 2006, the Company accounted for employee stock-hased 
‘compensation using the intrinsic valve method supplemented by pra forma disclosures in acconance with APH 2S 
‘and SEAS No, 123, as amended by SEAS No. 148. Effective January 1, 2006, the Company adopted SEAS 1238 
using the meaified prospective approach and accordingly prior perids have ot en Fest to reflect the impact 
ff SFAS 123K, 


For the year ended December 31,2006, the Company reconded siock-based compensation expense of $425 million. 
‘This amount was reduced by a $13 millon ($8 milion, net of tax) stock-hased compensation expense reversal 
during the year to correct stock-based compensation expense related to 2003 and 2004. For the year ended 
December 31,2006, as a result of adopting SFAS 123R, the Company's ross profit was reduced by $7 millon, 
income from operations was lower by $324 million, ad net income was oer by $222 million than if whe Company 
‘had continued to account fr stock-based compensation under APB 25. Basic and diluied net income per share for 
‘the year ended December 31,2006 was $0.16 and $0.15 lower. respectively than if the Company had continued 10 
account for slock-hased compensation under APB 25. For the year ended December 31, 2005, the Company 
recognized $82 milion of stock-hased compensation expense wader the intrinsic valve method. SEAS. 123 


o 
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‘required thatthe defered sock-hased compensation on the conslidated halance sheet on the date of adoption be 
‘ett against ational paid-in capital. Asof December 31,2005, there wasa balance of $235 million of deferred 
‘stock-based compensation that was neted against addtional paid-in capital on January 1, 2006, 

'SFAS 123 requires forfeitures tobe estimated atthe time of grant and reise if necessary, in subsequent periods if 
‘ctl forfeitres ifr from intial estimates. Stock-hased compensation expense was recorded net of estimated 
forfeitures forthe year ended December 31.2006 such that expense was recorded only for those stock-based awards 
thit are expected to vest. Previously under APB 25 to the extent awards were forfeited prior to vesting, the 
corresponding previously recognized expense was reversed in the period of frfciture. Upon the adoption of 
'SFAS 123R, the Company recorded a cumulative adjustment to account forthe expected forfeitures of stoek-baved 
awards granted prio to January 1, 2006 for which the Company previously recorded an expense. This adjustment 
Was not material and was reconled 3s reduction to stock-hased compensation expense in 2008. 


In akition, upon the adoption of SEAS 123R, the Company incladed as part of cash Now from financing aetvities 
‘the gross henefit of ax deductions related w stock-hased awards in excess ofthe pram date fai value ofthe related 
stock-base swans forthe options exercised daring the year ended December 31, 2006 and certain options 
‘exercised in prio periods, This amount is shown asa reduction 1 cashflows From operating activities ad an 
Increase to cashflows from financing activities. Net cash flows remain unchanged from what would have been 
‘reported prior to the adoption of SEAS 123R. 


Stock Plans, The Company's 1995 Stock Plan and stock-based award plans assumed through acquisitions are 
collectively referred 10 asthe "Plans" The 1995 Stock Plan provides forthe issuance of stock-based awards 10 
‘employees. including executive offices, and consultants. The 1995 Stock Plan permits the granting of incentive 
‘stock options, non-statuiry stock options, restricted stock. restricted stock units, stock appreciation rights, indeved 
‘options and dividend equivalents. 


‘Options granted under the 1998 Stock Plan before May 19,2008 generally expire ten years fer the grant date, and 
‘options grand after May 19, 2005 generally expire 7 yeas alter the gram date. Options generally become 
ceterciable over a fouryear period based on continued employment and vest either monthly, quarterly, semi- 
‘annually, oF annually, 


‘The 1995 Stock Plan permits the granting of restricted stock and restricted stock units (collectively referred 10 as 
“restricted stock awards"), The vesting of restricted stock awands is generally subject to meeting certain perfor- 
mance-based objectives the passage of time. o a combination of both, and continued employment through the 
‘ting perio. Restricted stack award grant are generally measured a fit value on the date of grant based wn the 
‘number of shares granted and the quoted price ofthe Company's common stock. Such value is recognized as an 
‘expense ever the coresponding service prin. Each share ofthe Company's common stock issue in stlement of 
restricted stock awards is counted as 1.75 shares agains the 1985 Stock Plans share limit 


‘The 1995 Stock Plan provides for the issuance of a maximum of 6S million shares of which SI million were stil 
available for issuance as of December 31, 2006, 


‘The 1996 Directors’ Stock Option Pan (the “Directors Plas”) provides forthe grant of nonquaified stock options 
‘nd restricted stock units to nos-employee directors ofthe Company. The Directors’ Plan provides for the issuance 
‘of up 109 million shares ofthe Company's common stock, of which approximately S million were till available for 
Issuance as of December 31, 2006. Each share of the Company's common stock issued in setlement of restricted 
‘tock its granted under the Divestors’ Plan is counted! as 1.75 shares against the Directors’ Plans’ share limit, 


Options granted under the Director” tan before May 25, 2006 generally become exercisable, hase on continued 
‘service aa director, foe ntal grants new director, i equal monthly installments over four years, and for annual 
grants, with 25 percent of such options vesting on the one year anniversary ofthe date of grant and the remaining 
‘options vesting in equal monthly installments over the remaining. 36-mowh period thereafier. Such options 
_Reneally expire 10 years after the grant date. Options granted on or afer May 25,2006 become exercisable, based 
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‘on continued service asa director, in equal quarterly instalments over one year. Such options generally expire 
seven years afer the grant date. 

Restricted stock units granted under the Directors’ Plan est equal quarry installments over a one year perio 
Following the date of grant and, once vested, are payable in an equal numberof shares ofthe Company's common 
‘stock on the earlier ofthe third anniversary ofthe grant date or the date the director ceases be a member ofthe 
board. 


Non-employce directors are also permitted t elect an award of restricted stock units ora stock option under the 
Directors” Plan in liew of «cash payment of fees for serving as chaixperson of a board commitice, Such stock 
‘options or restricted stock unit wands granted in lew of cash for chaiperson fees are fully vested onthe grant dae. 


Employee Stock Purchase Plan, The Company's 1996 Employee Stock Purchase Plan (the “Purchase Plan") 
allows employees 1 purchase shares of the Company's common stock Uiough payroll deductions of up 10 
1S percent oftheir annual compensation subject to certain intemal Revenue Coe limitations. The price of common 
‘stock purchased under the Purchase Plan sequal to 85 percent of the lower ofthe fair market valve of the common 
‘stock on the commencement date ofeach 24-moath offering period or the specified purchase date. The Purchase 
Plan provides forthe stance ofa maximum of 30 millon shares of common tock of which 12 milion shares were 
available ay at December 31,2006, For the year ended December 31, 200, the stock-based compensation expense 
‘elated to the activity under the Purchase Plan was $55 million. As of December 31,2006, there was $83 million of 
‘unamortized sock-based compensation cost elated to the Purchase Plan which will he recognized over a weighted 
average perio of 1.2 years 


Executive Retention Compensation Agreement During 2006, the Compensation Committee of the Company's 
Board of Directors, approved a thvee year performance and retention compensation arrangement with the 
‘Company's Chief Executive Officer (°CEO"). For each ofthe years 2006 vo 2008, the CEO willbe eligible to 
ceive a Wh ‘annual boous payable i the form of a fully vested non-qualified stock option for u 
{million shares with an exercise price equal wo the closing trading price of the Company's common stock on the 
date of the grant. The Company recognized compensation expense of $8 milion felated to this potential 2006 
performance based award during the year ended December 31, 2006, 


‘Stock option activity under the Company's Plans and Directors” Plan is summarized as follows (in thousands, 
‘except years and per share amount): 


Outstanding at December 31, 


IWS ree sseeee 
Options assumed 
Options granted... 
Options exercised 
(Options cancelled Moreted! 
‘expired : 
Outstanding at December 31, 
WU Tissveesgean iwoess $20.46 5.66 $730.19% 
‘este and expected to vest at 
Devember 31, 2006 9387 3.00 $724.93 
gs 12919 


Exercisable at December 31,2006. 112.44 
"The Compu cue pce 1 enw ses ty sk pin een 
1 The eae et ptm tee apn he eng Kren mums ot A ens 


‘The following table summarizes information concerning outstanding and exercisable options as of December 31, 
2006 (in thousands, except years and per share amounts) 


Olin Outstanding opin eee 
eee rie . “Scone "Eseege ie” Somber “Ete ce 
pertnare ointaaing “rye josaee”  tloielae "pte 
$0.0—$337. ra 370 sat Was S248 
S348 —$7349, 162 439 S41 10563 340 
$759 —Si51 2m SR msi 21997 tas 
SIS02—S2085.... 20107 62 for 160201993 
$209 —Si009.... 33.30 878 v2 ss 7176 
$10.15 —$35.95 so 62 330739 MSS 
SU613—S4068.... S616 3822 WAKO 
sh.09 — 4637 490378 2280 3a 4M 
S713 —Ss278 1% 30 1.36 19% 51.36 
ssd—sov207... 10.89 19 7351 103837380 
Tout 566 S046 112A $28.26 
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‘The weighted average fair value of options granted inthe years ended December 31, 2004, 2008 and 2006 was 
$1200, $11.60, and $1003 per share, respectively. 
‘The aggregate intrinsic value inthe table above represents the ftal pre-tax intrinsic val (the ageregate difference 
‘between the losing stock price ofthe Company’s common stock on December 31, 2006 and the exercise price for 
in-the-money options that would have teen received by the option holders i al inthe-woncy options had been 
‘exercised on December 31, 2006, 
‘The total intrinsie value of options exercised in the years ended December 31, 2004, 2005 and 2000 were 
‘1,168 milion, $1,171 millon and $393 million, nspecively. 
‘As of December 31, 2006, there was $498 million of unamontized stock-based compensation expense related 10 
‘unvested stock options which is expected to be reengnized over a weighted average pero of 34 years 
Cash received from option exercises and) purchases of shares under the Purchase Plan for the year ended 
December 31, 2006 was 318 million. 
"The toa tax benefit tibutableto stock options exercised inthe year ended December 31,2006 was $14 millon, 
‘The tax benefits from stockobased awa forthe year ended December 31, 2006 was $626 milion, which is 
‘eported onthe consolidate statements of cashflows. This epresets the total amount of income tax benefit inthe 
‘current period relate to options exercised in current and prior periods. 
‘The gross excess tax benefits fom stoek-hased awards for the year ended December 31, 2006 of $397 milion, as 
‘reported onthe consolidated statements of cash lows in financing activities represent the redaction in income taxes 
‘otherwise payable during the period, atributable to the actual gross tax benefits i excess ofthe expected tax 
‘nenefits for options exercised in current and prior perils. The grows excess tax benefits forthe year ended 
December 31, 2006 were comprised of $110 millon related to options exercised during the twelve months ended 
December 31, 2006 and $487 million relate vo options exercised in prio periods. The Company has accumulated 
‘exces tax deductions relating o stock options exercised prior to January 1.2006 available vo reduce income tates 
‘otherwise payable ‘To the exten such deductions are expected to reduce income taxes payable in the curtent yea 
‘they are reported as financing activities inthe consolidated statements of cash lows. 
‘The fir value of option grants is determined wsing the Wlack-Scholes option pricing model with the Following 
‘Weighted average assumptions: 

Sock Opti, Arcane Mane 


Nears Fed 
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00% 0.0% 00% 00% OO OO 


EEypecte dividend yi” 
Riskofroe intrest ate 27% 38% NG 15% 29% 48% 
Expected volatility” 0% WR WE WE MH Ve 


AS R78 478 OxB O8K 125 


Expected life (in years)" 
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Restricted stock awards activity forthe year endet December 31, 2006 i summarized as follows (in thousands, 
‘excep per share amounts): 


“Geant Fa 
a vaiee 


a9) S342 
71600 S¥6.19, 

Sos SMa? 

GIs) $2595 

¥ aes . fs (756) $34.68 
‘Awarded and unvested at December 31, 2006 2t S443 


‘As of December 31, 2006, there was $221 milion of unamontized stock-hased compensation cost related 10 
‘unvesed restricted stock wars which i expected to he recognized over a weighted average perio of 2.1 years 
"The total air value of restricted tock awards vested daring the years ended December 31,2004, 2008 and 2006 was 
‘il, $$ million aod $10 milion, respectively. 

he fir vale based method under SFAS 123 had been applied in measuring tock-hased compensation expense, 
‘the proforma effect on net income and net income per share fr the yearsended December 31,2004 and 215 would 
hhave been as follows (in thousands, except per share amounts) 


Mears tnd December 
ra 
Net income 
As reported is 839553 $1,896.23 
‘At: Sock compensation expense iaclade in reported et income. net 
‘of an Waa a.887 


Les: Stuck compensation expense determine une fir vale based 


‘metho forall awards net Of : (235.728) _ (230.408) 
Pro forma net income... $623,109 $1,688,179 

[Net income per share: 

As teported — basic... Soo S135 
‘As reported — dilated... S Oss S128 
Pro forma —basie.....--. S04 S12 
Pro forma — diluted 5. - 8 08 $13 


1 Rp cpm 30,208, he Cmpay ea aly weigh rage fing Way nl mae sed pl aay athe 
‘ingyen. Sie Oxo 2S the Company began cee) eng ths nid Wola fo conptation 
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Note 13. Connuramvrs Axo Coxmnoenenes 


Operating Lease Commitments. The Company leases office space and data centers under operating lease 
agreements with original lease periods upto 23 years which expire between 2007 and 2027 


‘The Company has entered into the following material lease agreements with minimum lease commitments a of 
December 31,2006, 


+ 12004, the Company entered into 23 year ease agreement fr offic space in Sunny vale, California with afta 
‘expected minimum lease commitment of apprusimately $149 million over the lease term and a remaining 
‘minimum lease commitment of approximately $139 millon as of December 31, 206. The Company has the 
‘option to renew the ease fr two ation five year terms and the right of fis offer wo purchase the leased oice 
space ifthe lessor sells the building. 


‘+ 1200S, the Company entered ino two ten year ease agreements for data centers in the eastem United States with 
total expected minimum lease commitments of approximately $280 million over the lease terms. One of these 
lease agreements with ttal expected minimum lease commitments of $172 million was canceled during 2008, 
‘The remaining minimum lease commitments excluding the cancelled lease were $97 million as of December 31, 
2006. The Company has the option to renew this ease fran additional five years and also ha right of expansion 
for any adlitiona lease space that becomes avaiable. 


+ In 2005, the Company entered int three ten year lease agreements fr office space in Sothern California, with 
total expected minimums lease commitments (as pet 2006 amendments) of approximately $159 million over the 
tease terms and remaining minimum lease commitment of approximately $14 million as of December 31,2006, 
each ofthese leases, the Company has the option to renew fortwo additonal erm of hee to five year, Well 
asthe right of expansion for any additional ease space that becownes available. Further, in the case of two ofthese 
eaves, the Company has the right of fist offer to purchase the leased fic space ithe lessor sells the building. 


‘+ 1m 2006, the Company entered into an eleven year lease agreement for a data center i he easter United States, 
‘As of December 31, 2006, the Company had tral expected and remaining minimum lease commitments of 
‘approximately $191 rion over the lease term. The Company has the option to renew this eas fran additonal 
five years and also has a right of expansion for any addtional lease space that becomes available, 


Rent expense forall operating leases was approximately $34 milion, $55 milion, and $73 milion for 2008, 2005, 
‘and 2006, respectively 


‘Many ofthe Company's leases contain one vr more ofthe following options which the Company can exercise a the 
‘end ofthe initia lease term: (a) renewal ofthe lease fora defined numberof years atthe then fair market rental ate 
‘or aa slight discount tthe fair market renal rate: (6) purchase ofthe property atthe the fair market value; of 
(6) ight of first offer to lease ational space that becomes available 
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Aiiate Commitments. (n connection with contracts to provide sponsored search andor display advertising 
‘services to aliliats, the Company is obligated 19 make payments, which represent traffic acquisition Coss 10 its 
affiliates. Asof December 31,2006, these commitments totaled $17 million, of which $16 million will be payable 
in 2007. 


Other Commitments. In the ordinary course of business, the Company may provide indemnifications of varying 
‘scope and terns to customers, vendors, lessor, business partners and other paris with respect to certain males, 
inluding, but not Timid o, losses arising ou of the Company's breach of agreements, services w be provide by 
‘the Company, or from intellectual property infringement claims made by third parties. In addition, the Company 
thas entered into indemnification agreements with its directors and cenain of its officer that will require the 
‘Company. amiong other things, to indemnity them against certain abilities that may arise by reason oftheir status oF 
service ay directors or officers. The Company has also agreed to indemnify certain former officers, directors ant 
‘employees of acquired companies in connection with the acquisition of such companies. The Company maintains 
direetor and officer insurance, which may cover certain Hailes arising ftom its obligation to indemnify its 
directors and officers, and former divectors and officers of acquired companies, in certain circumstances. Itis Hot 
possible wo determine the aggregate maimum potential loss under these iademmnfication agreements due 40 the 
Timited history of prior indemnification claims and the unique facts and circumstances involved in each particular 
‘agreement. Such indemnification agreements may not be subject 10 maximum loss clauses. Historically, the 
‘Company has nt incurred material costs asa result of obligation under these agreements and ithas not acerved ay 
Tiabities related o such indemnification obligations in it consolidated financial statement 


During the year ended December 31,2006, the Company reversed an earn-out accrual elated toa prior acquisition, 
‘which resulted ina $10 milion reduction ¥ operating expenses inthe consalidated statements of income, 


‘As of December 31, 206 the Company did not have any relationships with unconsolidated entities or Financial 
‘partnerships such as entities often referred tas structured finance or special purpose entities, which Would hive 
‘net estalished forthe purpose of facilitating off-balance shet arrangements cr ober contractually nuTOW oF 
limited purposes. As such, the Company is not exposed o any financing, lquiity, market or credit isk that could 
arise ifthe Company had engaged in such relationships. 

Contractuat Obligations. "The following able presents cenain payments due under contractual obligations with 
minimum fem commitments as of December 31,2006 (in milions): 


Dare 
Et 

as oe her 

Lomgster debi"... cece $790 s— 
Operating lease obligations - 866 309 
Ate commitments... n pest 
‘Tal contractual obligations, 1688 SHI S98] H0S $300 


Tempe db tices iA 2 ceri Yah! em st coven ce SO. pe hs, 
suet lime ep te rene ein vet Up cme he Cy hh ight einer ea ew of 
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Contingencies. From time to time, thind parties assert peat infringement claims against Yahoo!, Curenty, the 
‘Company is engaged in several lwsuits regarding patent issues and has been notified of a numberof other potential 
Patent dspates. In alton, from time to time the Company is subject to ther legal proceedings and claim inthe 
‘ordinary course of business, inching claims of alleged inffingement of trademarks, copyrights trad seeets and 
‘other intellectual property rights claims related to employment matters, and a variety of eter elaims, including 
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clams alleging defamation or inasion of privacy. rising in cooecton with the Companys e-mail, message 
Ton, action ts, shopping trices and ther communism and emmy fate 


(On May 24,2001, Arista Records, Inc, Bad Boy Records, BMG Music Wha The RCA Records Label, Capitol 
Recon In, Virgin Recnis America Inc. Sony Music Entertainment, In UMG Recoding In. Inescope 
Records, Motown Record Compan. LP. and Zomba Recoting Corporation fel a lawsuit alleging copyright 
infringement against LAUNCH Media, nc. CLAUNCH") inthe United States District Cout for the Souther 
District of New York. The plains allege anome other things, that the consuneriaflucnced portion of 
LAUNCH's LAUNCHeat service is “interactve™ within the meaning of Section 114 of the Copyright Ast and 
therefore does nt yuai for the compuiery license provided fr by the Copyright Act. The Complaint seeks 
eclaratory and injunctive elie and damages forthe alleged intingemen. fer the lawsuit was commenced, the 
‘Company eteed nwo an agreement to aque LAUNCH. which closed in August 2001, and since that tine 
LAUNCH has eon a wholly owned subsidiary of Yahoo. Because LAUNCH sete he LAUNCH ligation a8 19 
te ini BAG Mn UT RCA Reali cere nied On 
November 4 2005, the Court issued an order denying the pais summary agent motions as irae 
{i will ningsmct. Aa cha bcn eter Al W287. The Company dees able fai 1 
‘rector determine the oucome or resolation ofthe LAUNCH ftigation at this tine.” The range of possible 
‘elation of suck LAUNCH litigation cool inca jadgments against LAUNCH or ctements tha oul ree 
‘Substantial payments by LAUNCH. 


(On Jy 12,2001 the first of several purported securities clas action lawsuits was ile in the United States District 
Court, Southern District of New York agains certain underwriters sovoed ia Overture Services Ines ("Overture") 
Inial public offering, Overture, and certain of Overture’s current and former officers and directors. The Coun 
‘consolidated the cases against Overture. Plains allege, among other things, violations of the Securities Act of 
1933 and the Securities Exchange Act of 1934 involving undisclosed compensation to the underwriters, and 
Improper practices bythe underwriters, and seck unspecified damages. Similar complains were fle in the same 
‘court against numerous public companies that condecte intial public offerings oftheir common stock since the 
Imid-1990s, All of these lawsuits were consolidated for pretrial purposes before Judge Shira Scheindlin. On 
‘April 19,2002, plaints filed un amended complaint, alleging Rule 106-5 claims of fraud. On July 15, 2002, the 
Issues fle an omnibus motion to dismiss for failure to comply with applicable pleading standards. On October 8, 
2002, the Court entered an Order of Disanissts t allo the individual defendants in the Overture IPO Iiation, 
Without prejudice. On February 19, 2003, the Court denied the motion to dismiss the Rie 10b-5 claims agains 
certain defendants, inchoding Overture, Overtare accepted a propos for the settlement and release of claims 
‘aginst the issuer defendants, including Overture. The settlement was presented o the Court in June 2008, On 
February 15,2005, the Court issued an onder granting conditional preliminary approval of the stlement proposal 
‘On August 31, 2008, the Court issued an order confirming preliminary approval of the stlement. On April 24, 
2006, the Cour held fairness hearing in connection with the motion fr final approval ofthe setement, The Coun 
‘has yet to issue a ruling onthe motion fr final approval. The settlement remains subject toa numberof conditions, 
Including final approval ofthe Court. On December 5, 2006, the Court of Appeals fr the Second Circuit reversed 
the Court's October 2004 order certifying a clas in six test cases that were selected by the underriter defendants 
nd plant in the coordinated proceeding. Overture is not one ofthe test cases and ts unclear what impact this 
‘will avec the class in Overtare’scane Ite setlement doesnot ossur and aigaion against Overture continues, 
‘the Company inten 1 defend the case vigorously, 


"The Company does not belive, based on current knowledge that any ofthe foregoing legal proceedings oF claims 
are likely to havea material adverse effec on its financial position, resls of operations or cash lows, However the 
‘Company may incur substantia expenses in defending against third party claims. In the event of a determination 
adverse tothe Company or its subsidiaries. the Company may incur substantial monetary ability and be required to 
‘change its business practices. Either ofthese could have a material adverse effect onthe Company's financial 
Position, results of operations or cashflows. 
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Note 14 Lmextioy Serres 


{mn April 2002, the Company's wholly owned subsidiary, Overture filed a lawsuit against Google Ie: ("Google” 
the United States District Court forthe Noreen District of California with respect wo a patent which protected 
‘various features and innovations relating to bihforperformance products and Overture's pay-fr-performance 
{sponsored} search technologies. In adition, the Company had a second dispute with Google concerning the shares 
issuable w the Company pursuant toa warrant held by the Company to purchase Google shares that were recived in 
‘connection with 3 June 2000 services agreement 


In August 2004, Google sued 27 million shares of Cas A common tock in setement ofthe two disputes. The 
‘Company agreed dis the 361 pet wows and rane to Google  flly-pid icons othe 361 pata 
‘wells sever related patent applications held by Overture. The Company alloate the 27 million shares between 
the two disputes, fused on the eave fait wales of the two disputes. inctoing consideration of avalon 
performed by a thied purty. A portion of the shares allocated to the pata dispute hs been recorded a at 
‘sjustcnt to godt forthe prod that he tents were inf po to Overs acquit bythe Compa, 
‘The portion of he shares received forthe cement ofthe pte dspte which hs oem allocate 0 ft pried 
‘as eon recone in deferred revenue on the consolidate hale hects and wl be ecopnized fees evens 
‘over the retaining if of he patent approximately 12 years. The shares allocated the warant dap setemen 
Aid not have an income statement feta the fai val ofthe warrant was recoded a he time the services Wore 
‘erfomed selon the fir value ofthe services rendered. 

Dring the year ended December 31,200, the Company disposed of approximately 4.0 milion shares of Google 
anrelized pans S413 milion. net of sein cont, which were inlet income, et onthe consolidated 
‘ements of income. Dring the year ended December 31,2008 the Company sold the remaining Crogle shares 
{nd realized gains of $961 rion, wich were reonded in ether income, net 


Note 18 Skowasts 


‘The Company manages its business geographically. The primary arexs of measurement ant decsion-making are the 
United States and International Management relies on an internal management reporting proces that provides 
‘revenue and seginent operating income before deprecation, amortization and sick-based compensation expense 
for making financial decisions and allocating resources. Segment operating income before depreciation, amo 
tiation and sock-hased compensation expense includes income from operations before depreciation, ametization 
and sock-hased compensation expense. Management believes that cnt operating income before depreciation, 
mmortization and stock-based compensation expense isan appropriate measure of evaluating the operational 
performance of the Company's segments. However, this measure should be considered in addition to, not as 
substitute fr, or superior to, income from operations or ether measures of financial performance prepared in 
aconance with generally accepted accounting principles i the United States 
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‘The following tables present summarized information by segment (in thousands): 


Revenes by segment: 

United States . ‘ S2,653437 $3,667,500 $4,365,922 
Iniemational... - 921.080 1,500,189 2.080.757 
“Tal revenues 5.5. _ SASTASIT $5257.68 $625,679 

Segment operating income before deprecation, 

Seertctan ed ocr bned compose spent 

United Sites... 5.2. oc ‘$891,103 51219539 SLASL.656 
Iemational. 140.809 337.709 _ 484261 


‘Total segment operating income before depreciation, 
‘atnontization and stock-based compensation 


expense: 1031912 1.587238 1905917 
Corporate an unload operating cost an expemes: 
Depreciation and amortization . Gro) GIT) «S40021) 
Stook-hased compensation expense 82.290) _(S2471)_ (424930) 
papuebehicmenaad nee Sceess SLUTS S$ ounoee 
Capital expendiures, net 
United States... ees S 190401 336450 
Aermationad =. 5010 _72488 
‘Tal capital expenditures, net $.245501 $40.98 
Drcembe 
I 
Property and equipment, net: 
United States 
Invcrnational 


Thal pipe an amen. et 


Revenue is attributed to individual countries acconting 1 the international online property that generated the 
revenue. No single foreign country accounted for more than 10 percent of revenis in 2004, 20, and 2006. 
‘The following table presets revenues for groups of similar services (in thousands): 


‘ear de Decor 3 
a 


- 3177229 
geiess - 447288 
aseagenagey 3574517 


Marketing services... 
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Note 16 Retaren Parry Teasswcrons 
“The Company and other thin partes are imited partners in Sofank Capital Partners LP ("Softbank Capital”) 
‘venture capital fond which san affiliate of SOFTBANK. A Managing Partner of Softbank Capital isalso a member 
‘of the Company's Board of Direcors. The total investment by the Company in Softank Capital is approximately 
‘$36 million and represents les than aS percent holding in Softbank Capital. A significant portion of this investment 
‘has been impaired by the Company with the remaining yale included onthe consolidated balance sheets in other 
assets, Pursuant to the Partnership Agreement, the Company invested onthe same term and onthe same basis asl 
‘other limited partners. 

Revenue ftom elated partis, exclading Yahoo! Japan and Alibaba, represented approximately 1 percent ofthe total 
‘Tevenue in the years ended December 31,2004, 2005, and 2008. Management believes that prices on agreements 
‘with elated parties were comparable to those with other similarly situated customers of the Company. 

‘ce Note 4 — "Investments in Equity Interests” fr ational information related to transactions involving Yahoo! 
Japan and Alibaba. 


Note 17. Sunseguesr Eves 


‘Sivek Repurchase Transactions. Subsequent to December 31, 2006 the Company repurchased approximately 
4 million shares of ts common stock under the current stock repurchase program at an average price of $29.97 pet 
share, for atta of 408 lion. 

Intellectual Property Rights. In February 2007, the Company commited to inves op 0 $200 milion through July 
2008 0 acquire rights to intellectual property. License payments associated with the acquired rights will he 
“amortized ver the useful ie of the related iatllectaal propery 


2008 S M961 SIA87 SRB) S$ 4RIS 
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(Waaudited) 
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Wem 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure 
None, 


Wem 9A, Controls and Procedures 
Evaluation of Disclosure Controls and Procedures 


‘The Company's management, with the participation ofthe Company's principal executive officer und principal 
Financial officer, has evaluated the effectiveness ofthe Company's disclosure controls and procedures (as such term 
Js defined in Rules 13a-15(e) and 15d-1S(e) under the Exchange Actas of the end ofthe peri covered by’ 

‘report. Base on such evaluation, the Companys principal exccutive officer and principal financial officer have 
conclude that, a ofthe end of such period, the Company's disclosure controls and procedures were effective, 


Management's Report om Internal Control Over Financial Reporting 

‘The Company's management is responsible for establishing and maintaining adequate ternal contol over 
Financial reporting as defined in Rules 13a-1S(f) and 154:15(P under the Exchange Act. Under the supervision 
‘and wit the panicipation ofthe Companys management. including its pincipal executive officer and principal 
Financial officer, the Company conducted an evaluation of the effectiveness ofits internal control ver financial 
‘teporting based on criteria extablished in the framework in Jatcrn Control — Integrated Framework issue by 
‘Commitee of Sponsoring Organizations of the Treadway Commission. Based on this evaluation, dhe Company's 
‘management concluded that it internal contro over financial reporting was effective as of December 31,2006, 


Because ofits inherent imitation, internal contol over financial reporting may not prevent or detec missate= 
iments. Also, projections of any evaluation of effectiveness to future periods ae subject wo te risks that controls 


‘The Company's independent repisteed public accounting firm has audited management's assessment of the 
fectiveness ofthe Company's internal contol over financial reporting a of December 31,2006 as stated in its 
‘report which appears page 55, 

‘Changes io Internal Control Over Financial Reporting, 

“There have not been any changes in the Company's internal contol over financial reporting (as such term is defined 
In Rules 13-1 5(f and 1Sd-15(0) under the Exchange Act) during the most recent fisal quarter that have materially 
affected, oF are reasonably likely to materially affect, the Company's internal contol ever financial reporting. 
Wem 9B. Other Information 


None, 


Part 


Wem 10. Directors, Executive Officers and Corporate Governance 


‘The information required by this item is incorporate by reference to Yahoo!'s Prony Statement for its 2007 Annual 
“Meeting of Stockholders tobe file with the SEC within 120/daysaflrthe end ofthe fiscal year ended December 31, 
2000. 


Mem 11, Executive Compensation 


‘The information required by this item is incorporate by reference to Yahoo!'s Prony Statement for its 2007 Annual 
“Meeting of Stockholders tobe filed withthe SEC within 120 daysaftr the end ofthe fiscal year ended December 31, 
2006. 


wo 


Wem 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder 
Matters 


‘The information required by this itm is incorporate by reference to Yahoo!'s Proxy Statement for its 2007 Annual 
“Meeting of Stockholders tobe filed with the SEC within 120 days after the end ofthe fiscal year ended December 31, 
2006. 

Wem 13. Certain Relationships and Related Transactions, and Director Independence 

‘The information required by this itm is incorporated by reference wo Yahoo!'s Proxy Statement for its 2007 Annual 
“Meeting of Stockholders tobe filed with the SEC within 120 days after the end ofthe fiscal year ended December 31, 
2006, 

Wem 14, Principal Accountant Fees and Services 

‘The information required by this tm is incorporate by reference w Yahoos Proxy Staement for its 2007 Annual 


Meeting of Stockholders tobe filed with the SEC within 120days aftr the endof the fiscal year ended December 31, 
2006. 
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Wem 18, Exhibis and Financial Statement Schedules 
{a The following documents are fled as part of this report: 


1. Comvlidated Financial Statements 


we 
‘Index To Consolidaved Financial Statements 
Considaed Financial Statements: 
Report of Independent Registered Public Accounting Firm 3s 
Cama Semen tc reach of te re yu he il endl Das 3 
2006 7 
Consolidated Balance Sheets as of December 31, 2008 and 2006 : x 
mate Semen of Cah Flows ore th he Yar in te pil end see I, 
206, 9 
Consolidated Statements of Stockbolder” ay foreach he te ean in he psi ed 
December 31,2006... o 
[Notes to Consolidated Financial Statements... oo... 6 
2. Financial Statement Schedules: 
Financial Statement Schedules: 
— Valuation and Qualifying Accounts fr each of the tree year in the period ended Devember 31, 
2010. ” 
teehee oid esa hy a apie ote ee nrmaton shown 
in the Consolidated Financial Statements of Notes there z 
‘Supplementary Financial Dat: 
Selevted Quarterly Financial Data (unaudited) forthe two years ended December 31, 2006.......++ 100 


102 


3. Eshibts: 


Exhibits are incorporate herein by reference or are filed with this report as indicated below (numbered in 
accordance with Item 601 of Regulation S-K)- 


sn 
Samer Pocrigina 
24 Stock Purchase and Contribution Agreement, dated as of August 10, 2005, by and between Yahoo! Ine; 


tnd Alihaba com Corporation (Filed as Exhibit 2.1 to the Registrant's Current Report on Form 8K, 
filed August 16, 2008 and incorporated herein by reference.) 

22 Amendment tothe Stock Purchase and Contribution Agreement, dated as of October 24, 2008. by and 
treween Yahoo! Inc. and Alhaba com Corporation (Filed as Exhibit 22 vo the Registrant's Curent 
Report on Form 8K, filed October 27.2005 [the Ostober 27,2005 Form 8-K] and incorporated herein 
by reference.) 

23 Tuo Mao Share Purchase Agreement, dated as of October 24. 2005, by and among Yahoo! Inc. 
SOFTBANK CORP. and SB TB Holding Limited (Filed as Exhibit 2.3 to the October 27, 2008 
Form ¥-K and incorporated herein by reference.) 

24 Secondary Share Purchase Agreement, dated as of October 24, 2005, by and among Yahoo! Ine. and 
‘certain sharcholders of Alibaba.com Corporation (File as Exhibit 24 othe October 27,2008 Form 8-K 
tnd incorporated herein by ference) 

25 Shareholders Agreement, dated as of October 24, 2005, by and among Alibaba.com Corporation, 
‘Yahoo! In. SOFTHANK CORP. the Management Members aid the other shareholders named therein 
(Filed as Exhibit 2.5 tothe October 27, 2005 Form 8K and incorporated herein hy reference) 

31 Amended and Restated Certificate of Incorporation of Registrant (Filed as Exhibit 3.1 10 the 
Registrant's Quarterly Report on Form 10-Q for the quarter ended June 30, 2000 and incorporated 
herein by reference.) 

32 Amended Bylaws of Repistrant (Filed as Exhibit 3.110 the Registrant's Curent Report on Form 8K, 
filed January 19, 2007 and incorporated herein by reference) 

4.1 Form of Senio Indenture (File as Exhibit 4.1 wo the Registrant's Registration Statement om Form $3, 
Registration No. 333-46458, fled September 22, 2000 [the September 22. 2000 Form $-3] and 
{incorporated herein by reference.) 

42 Fox of Subordinated Indenture (Filed as Exhibit 42 wo the Seplemher 22, 2000 Form $-3 and 
‘Incorporated herein by reference.) 

Form of Senior Note 

Form of Subordinated Note 

For of Certificate of Designation for Preferred Stock (together with Preferred Stock cenificate.) 

Form of Deposit Agreement (together with Depository Receipt) (Filed as Exhibit 4.6 10 the 

September 22, 2000 Form $3 and incorporated herein by reference.) 

Form of Warrant Agreement (together with Form of Warrant Cenificate.) 

‘Amended and Restated Rights Agreement dated as of Api 1.2005, by and between Yahoo! Ine. and 

Equiserve Trust Company. N.A..as rights agent (Filed as Exhibit 41 the Registrant's Current Report 

‘on Form 8K, fled Apil 4. 2005, ann incorporated herein by veference.) 

49 Indenture, dated as of April 9.2003 by and between the Registrant and U.S. Bank National Association 
(Filed as Exhibit 4.1 to the Registrant's Current Report on Form 8-K filed on Apyil 10, 2003 [the 
‘April 10, 2003 Form 8-K} and incorporated herein by reference.) 

4.10 Registration Rights Agreement date as of Apri 9, 2003 among the Regisirant and Credit Suisse First 
‘Boston LLC (Filed as Exhibit tothe April 10,2003 Form 8-K and incorporated herein by reference.) 

10.1 Form of fademification Agreement with certain of the Registrants officers and directors (Filed as 
Exhibit 10.1 to the March 22, 2006 Foem 8-K and incorporated herein by reference.) 

1O2(A}+ Yahoo! Inc. Amended and Restated 1995 Stock Plan (File as Anoex A to the Registrants definitive 
roxy statement filed on April 4, 2005 [the 2005 Proxy Staement) and incorporated herein by 
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Form of Stock Option Agreement under Yabo! Inc. Amended and Restated 1998 Stock Plan (Filed as 

Exhibit 102 wo the Registrants Current Report on Form 8K. filed May 25, 2005 [he May 25, 2008 

Form 8-K} and incorporated herein by reference) 

Form of Restricted Stock Awand Agreement under Yahoo! Inc. Amended and Restated 1995 Stock Pla 

(led as Exhibit 10. the May 25, 2005 Form §-K and incorporated herein by reference.) 

Form of Restricted Stock Unit Award Agresment under the Yahoo! Inc. Amended and Restated 1995 

Stock Plan (Filed as Exhibit 1022 wo the Registrant's Quarterly Report on Form 10-Q for the quarter 

fended March 31, 2006 and incorporate herein by reference) 

Form of Stock Appreciation Righs Award Agreement under Yaboo! Inc. Amended and Restated 1998 

Stock Plan (Filed ay Exhibit 10.28 tothe Registrant's Quarterly Report on Form 10-0 for the quarter 

fended June 30, 2006 and incorporated herein by reference.) 

Form of Management Continuity Agreement with certain ofthe Registra’ Executive Officers (Filed 

's Exhibit 10.3 tothe Regisiri’s Registration Statement on Form SB-2, Registration No. 333-2142 

LA, declared effective on April 11, 1996 the SB-2 Registration Statement} and incorporated herein by 

reference.) 

‘Yahoo! Inc. Amended and Restated 196 Employee Stock Purchase Plan (Filed as Exhibit 10 to the 

Registrant's Annual Report oo Form 10-K for the year ended December 31, 2008 and incorporated 

herein by reference.) 

Form of Subscription Agreement under Yahoo! Inc. Amended and Restated 1996 Employee Stock 

‘Purchase Plan (File as Exhibi 10.4 tothe Registrant's Annual Report on Form 10-K forthe year ended 

December 31, 2008 and incorporated herein by reference.) 

‘Yahoo! Ine, Amended and Restate 196 Directors Stock Plan (incorporated by reference 10 Annex H 
the Company's definitive proxy statement filed om Apri 14.2006.) 

Form of Notice of Stock Option Grant and Director Nonstatatory Stock Option Agreement (Fie ay 

Exhibit 10.2 othe Registrants Current Report on Form 8K. filed June 1.2006 and incorporated herein 

by reference.) 

Form of Notice of Restricted Stock Unit Grant and Disector Restricted Stock Unit Award Agreement 

(led as Exhibit 10.3 to the Registran’s Current Report on Form 8K, filed June 1, 2006 and 

Incorporated herein by reference.) 

Joint Veoture Agreement dated Aprit 1, 1996 by and between the Registrant and SOFTBANK 

Corporation (Filed as Exhibit 10.7 to the Registrant's Annual Report on Form 10-K for the year 

end! December 31, 2002 and incorporated herein by reference.) 

‘Yahoo! Japan License Agreement dated Apeil 1, 19% by and between the Registrant and Yahoo! Japan 

Corporation Filed as Exhibit 10.43 4 Amendment No, 2 othe Regitants Registration Stlement on 

Form $-3 filed on December 23, 2002 [he December 23, 2002 Form S-3] and incorporate herein by 

reference) 

‘Amendment Agreement dated September 17, 1997 hy and between Registrant and SOFTBANK 

Corporation (Filed as Exhibit 10.11 to the Registrant's Annual Report on Form 10K forthe year 

ended December 31, 2002 and incorporated herein by reference.) 

‘Amendment to Yahoo! Japan License Agreement dated September 17, 1997 by and between the 

Registrant and Yahoo! Japan Corporation (Filed as Exhibit 10.40 to the November 27, 2002 Form $3 

snd incorporated herein hy reference) 

Employment Letter, dated as of April 16, 2001, between the Registrant and Terry. Semel (Filed as 

Exhibit 10.39 tothe Registrant's Quarterly Report on Foem 10-Q forthe quarter ended June 30,2001 

{the June 30, 2001 10-0] and incorporated herein by reference.) 

Stock Purchase Agreement. dated as of April 16, 2001, between the Registrant and Terry S. Semel 

(Filed as Exhibit 10.40 to the June 30,2001 10-0 and incorporated herein by reference.) 

Consent and Ressle Agreement dated 3s of March 25, 2002, etween the Registrant and SOFTBANK 

(Corp (Filed as Exhibit 10.40 to the Registrant's Quarterly Report on Form 10-Q for the quater ended 

‘March 31, 2002 and incorporated herein by reference) 


wos 
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* Filed erewi 
“Tobe fle by a report on Form #-K pursuant wo lem 61 of Regulation S-K of, where applicable, incorporated 


Becripion 
Employment agreement between Registrant and Daniel Rosensweig dated April 23, 2002 (Filed as 
Exhibit 10.41 to the Registrant's Quarterly Report on Form 10-Q forthe quarter ended June 30,2002 
{the Jone 30, 2002 10-Q] and incoxporated herein by reference.) 
Recourse Promissory Note exccuted by Daniel Rosensweig for the benefit of Registrant (Filed as 
Exhibit 10.42 tothe June 30,2002 10-0 and incorporated herein by reference.) 
‘Yahoo! Key Executive New Hire Retation Plan (Filed as Exhibit 10.43 tothe June 30,2002 10-Q and 
{incorporated herein by reference.) 
‘ey Executive New Hire Retention Agreement between the Registrant and Daniel Roscasweig (Filed. as 
Exhibit 10.44 tothe June 30. 2002 10Q and incorporated herein by reference.) 
‘Waiver and Voting Agreement between the Registrant and SOFTBANK Corp dated February 26, 2004 
(Filed as Exhibit 10.38 to the Registrant's Quarterly Report on Form 10-Q for the quarer ended 
‘March 31, 2004 and incorporated herein by reference.) 
Employment Letter, dated October 29, 2001, between the Registrant and Michacl Murray (Filed 2s 
Exhibit 10.29 tothe Registrant's Annual Report on Form 10K forthe year ended December 31, 2004 
the December 31, 2004 10-K} and incorporated herein by reference) 
‘Amendment No.2 to Yahoo! Japan License Agreement dated January 31, 2005 by and between the 
Regisrant and Yahoo! Japan Corporation (Filed a Exhibit 10.30 10 the December 31, 20 10-K and 
{incorporated herein by reference.) 
Summary of Compensation Payable 40 Named Exccutve Oificers (Filed as Exhibit 1024 10 the 
Registra’ Quarterly Report on Form 10-Q forthe quarter ended September 30, 2006 and incorporated 
hetein by reference.) 
Separation Agreement, dated a of December 5, 2006, between Yahoo! Inc. and Daniel L. Mosensweig. 
(Fed as Exhibit 10.1 to the Registract’s Current Report on Form 8K, filed December 2006 and 
Incorporated herein by reference.) 
List of Subsidiaries 
Consent of Independent Registered Public Accounting Firm 
Power of Atiomey (sce the signature page of this Annual Report on Form 106K.) 
Cenificate of Chief Executive Officer Purwant wo Securities Exchange Act Rules 134-14a) and 
1N-14{a) ax Adopted Puram wo Section 302 of the Sarbanes-Onley Act of 2002, dated Febuary 23, 
2007 


Cenificate of Chief Financial Officer Pursuant 9 Securities Exchange Act Rules 1a-14(a) and 
1Sd-14a) a8 Adopted Pursuant to Section 02 of the Sarbanes-Oxley Act of 2002, dated 
February 23, 2007. 

CCenficate of Chet Exesutve Officer and Chief Financial Officer pursuant Wo 18 USC. Section 1380, 
16 Adopted Pursuant to Seetion 906 of the Sarbanes-Onley Act of 2002, dated February 28, 2007, 


herein by reference froma subsequent ling in accordance with Section 305(b)2) ofthe Trust Indenture Act of 


1939, 


+ Indicates 8 management contract or compensatory plan or arrangement. 


Signatures 


Pursuant to the requirements of Section 13 oF 15() ofthe Securities Exchange Act of 1934, the Registrant has duly 
‘caused the report to be signed on is behalf by the undersigned, thereunto duly authorized, on the 23nd day of 
February 2087, 


‘YAHOO! INC. 


By Wd Sisay Decun 
‘Susan Decker 

Executive Vice President, Finance and 

‘Administration and Chief Financial Officer 


Power of Attorney 

KNOW ALL PERSONS BY THESE PRESENTS, that cach person whose signature appears below constitutes and 
‘appoints Terry Semel and Susan Decker, hisber atorneysin-act, each with te power of substitution, Fr himfber 
in any and all capacities, o sign any amendments to this Report on For 10K ana to fle the same, with Exhibits 
thereto and other documents in connection therewith with the Securities and Exchange Commission, hereby 
‘ating and confirming all hat cach of said attorney i-fact, or substitute or substitutes may do or cause to be 
done by vite hereof 

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the 
Following persons on behalf ofthe Registrant and i the capacities and on the dates indicated: 


Sonate Tae te 

d_Toany Ses (Chairman and Chief Executive Officer — Fetnuary 23, 2007 
‘Terry Semel ‘Principal Executive Officer) 

Wy Susi Deca Executive Vie President, Finance and Rebruary 23, 2007 
‘Susan Decker ‘Administration and Chief Financia 

Oice (Principal Financial Officer) 

Ad Mouse Munna Senior Vie President, Finance amd Chief ebruary 23, 2007 

‘Michael Marry ‘Accounting Officer (Principal Accounting 
‘Ofticer) 

J Roy Horrocx Director February 28, 2007 
Roy Bostock 

Ad Ronan Burne Director February 23, 2007 
Ronakt Burkle 

Ad Ee Heron Director February 23, 2007 
rie Hippeas 

A Vvowest Jose Director February 23, 2007 
‘Vyomesh Joshi 


Wd Aeswn Kins 


1d Rontxr Korece 
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Febraary 23, 2007 


February 23, 2007 


February 23, 2007 


February 28, 2007 


February 28, 2007 


EXHIBIT 311 


Certification of Chief Executive Officer Purstant to 
‘Securities Exchange Act Rules 13a-L4fa) and 154-14/a) 
as Adopted Pursuant to 
‘Seetion 302 of the Sarhanes-Onley Act of 2002 


1. Terry Semel, certify that 


3 


1 have reviewed this Form 104K of Yahoo! Ine: 


3. Based on my knowledge, his report does not contain any untrue statement of ¥ material factor omit 10 state & 


‘material fact necessary to make the statements made, in fight ofthe circumstances under which suc statements 
‘were made, not misleading with respect to the period covered by this report 


. Based on my knowledge. the financial statements, and other financial information included in this report, fily 


presenti al material respects the financial condition, results of operations and cash flows of the registrant aso, 
‘nd fo, te perils presented inthis report 


‘The registrant's other certifying officers) and I are responsible for establishing and maintaining dielosure 
«comirols and procedures (as defined in Exchange Act Rules 13a-15(e) and 1d-1S(e) and internal contro over 
financial reporting (as defined in Exchange Act Rules 133-18(0) and 1S4-15(f) forthe repstrant and have; 


(8) Designed such disclosure controls and procedures, or caused soc disclovare controls and procedures to be 
‘designed under our supervision, to ensure that material formation relating Wo the registrant inching its 
‘convoidated subsiaies, is made known tw by others within those ents, particularly during the period 
{which this report is being prepared; 

4b) Designed such internal control over financial reporting. oF caused such internal contro ever financial 
reporting to be designed under our supervision, to provide reasonable assurance regandng the reliability of 
financial reporting and the preparation of financial statements for external purposes in accontance Wi 
generally accepted accounting principles, 

(¢)- Evaluated the effectiveness ofthe registrant’ disclosure contol and procedures and presented inthis 


report ur conclusions about the effectiveness ofthe dislowure controls and procedures, sof the end ofthe 
period covered by this report based on such evaluation; and 


()_ Disclosed inthis report any change inthe registrant's interna control over financial reporting that occured 
‘ring the registrants most recent fiscal quarter (the registrants fourth fiseal quater inthe case of an 
tual report) that fis materially affected of is reasonably likely to materially affect, the repstant's 
Internal contol over financial reporting: aod 


“The registrant’ other certifying offices) and I have disclose, based on our mast recent evaluation of internal 

control ove financial reporting. tothe registrant's auditory and the audit commitice of the registrants board of 

Aiectors (or persons performing the equivalent functions 

(a) All significant deficiencies and material weaknesses inthe design operation of intemal control over 
financial reporting which are reasonably likely to advercy affect the reistan's bili to record, proces, 
summarize and report financial information: and 


(b) Any fraud, whether or not material, that involves management or other employees who havea significant 
role in the registrant's ternal control over Financial reporting 


Dated: February 28, 2007 By:4/ Tes Stan, 


“Ten Semel 
Chief Executive Officer 


EXHIBIT 312 


Certiication of Chit Financial OMicer Pursuant to 
‘Securities Exchange Act Rules 13a-l4{a) and 154-14/a) 
as Adopted Pursuant to 
‘Section 302 of the Sarhanes-Onley Act of 2002 


1, Susan Decker, ceri that: 


3 


1 have reviewed this Form 104K of Yahoo! Ine: 


3. Based on my knowledge, his report does not contain any nue statement of 3 material factor omit 10 state & 


‘material fact necessary to make the statements made, in fight ofthe circumstances under which suc statements 
were made, not misleading with respect to the period covered by this report 


. Based on my knowledge. the financial statements, and other financial information included in this report, fairly 


present inal material respects the financial condition, results of operations and cash flows ofthe registrant aso, 
nd fo, te perils presented inthis report 


‘The registrant's other certifying officer's) and I are responsible for establishing and maintaining dielosure 
controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 1Sd-1S(e) and internal contro over 
financial reporting (as defined in Exchange Act Rules 133-18(0) and 1S4+1S(f) forthe repstrant and have; 


(8) Designed such disclosure controls and procedures, or caused soc discloware controls and procedures to be 
‘designed under our supervision, to ensure that material formation relating to the registrant, inching its 
‘convolidated subsiaies, is made known to ws by others within those ents, particularly during the period 
{in which this report is being prepared; 

(b) Designed such internal control over financial reporting. oF caused such internal contro ever financial 
reporting tobe designed under our supervision, to provide reasonable assurance regandng the reliability of 
financial reporting and the preparation of financial statements for external purposes in accontance Wi 
generally accepted accounting principles; 

(6), Evaluated the effectiveness ofthe registrants disclosure contol and procedures and presented inthis 


‘report ur conclusions about the effectiveness ofthe disclosure controls and procedures, sof the end ofthe 
period covered by this report based such evaluation; and 


()_ Disclosed inthis report any change inthe registrant's interna control over financial reporting that occured 
‘ring the registrants most recent fiscal quarter (the registrants fourth fisal quarter inthe case of an 
tual report) that is materially affected of is reasons likely to materially affect, the repstants 
Internal contol over financial reporting: abd 


“The registra’ other certifying offce(s) and I have disclose, based on our mast recent evaluation of interna 

control over financial reporting. to the registrants auditory and the audit commitice of the registrants board of 

Aiectors (or persons performing the equivalent functions 

(a) All significant deficiencies and material weaknesses inthe design o operation of internal control aver 
financial reporting which are reasonably likely to advercy affect the reistan's bili to record, proces, 
‘summarize and report financial information: and 


(b) Any fraud, whether or not material, that involves management or other employees who havea significant 
role in the registrant's ternal control over Financial reporting. 


Dated: February 28, 2007 Bys4l_ Sus Deen 


‘Susan Decker 
(Chief Financial Officer 


EXHIBIT 32 


Certification of Chief Executive Officer and Chief Financial Officer Pursuant to 
18 US.C. Section 1350, 
as Adopted Pursuant 10 
Seetion 906 of the Sarbanes-Oxley Act of 2002 
{connection with the Annual Report on Form 10K of Yahoo! (the Company”) forthe year ended December 31. 
20016 filed withthe Securities and Exchange Coenmisson on the date here ihe “Report”, Terry Semel, a Chie 
Executive Officer of the Company, and Susan Decker, a8 Chief Financial Oicr of the Company, each hereby 
emis, pursuant to 8 U.S.C. 1350, as adopted pursuant to § 906 ofthe Sarbanes-Oxley Act of 2002, othe best 
‘of his and her knowledge, respectively that: 
(1) The Repor fully complies with the requirements of Section 13(a) or 15() ofthe Securities Exchange Act 
of 934 and 


(2) The information contained inthe Report arty preseats, in all material respects, the financial condition and 
‘esulls of operations ofthe Company. 


fd Tenxy Se 
Name: Terry Semel 

Title; Chief Executive OMicer 
Dated: February 23, 2007 


A Susan Ducsn 
Name: Susan Decker 

‘Title: Chief Financial Officer 

Dated February 23, 2007 

‘The foregoing certification is being furnished pursuant 18 U.S.C. Section 1350. Is not being fled for purposes 
‘of Section 18 of the Securities Exchange Act of 1934, as amended, and it isnot tobe incorporated by reference into 
any filing ofthe Company. regariless of any general incoeporation language in such filing, 
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CORPORATE HEADQUARTERS 


701 Fest Avenue 
Sunny. CA 38088 


INDEPENDENT REGISTERED PUBLIC 
ACCOUNTING FIRM, 


PrcewaterhouseCoopers LLP 
‘Son Jose. CA 9515 


‘Computershare Trust Company MA 
0 Bo 43078 
Provence Rt 02940) 


YAHOO! INVESTOR RELATIONS 


TOIFiest Ave 
Sunnyvale. CA 94089 


‘Acooy of ths veport can be found one at 
‘te //ynoactantsharehelder cm 


ANNUAL STOCKHOLDERS MEETING 


The annual meating of stockholders wi be held 
tune 12,2007 ot 1.00 am. athe Santa Clare 
‘Convention Canter, 8001 Groat America Parkway, 
Santa Cara, cA, 
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